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FRIDAY, APRIL 27, 1951 


Unirep STATES SENATE, 
CoMMITTEE ON BANKING AND CURRENCY, 
Wash 7 gton, Ee. i). 

The committee met, pursuant to call, at 10 a. m., in the caucus 
room, Senate Office Building, Senator Burnet R. Maybank (chairman) 
presiding. 

Present: Senators Maybank, Fulbright, Robertson, Benton, Cape- 
hart, Lves, and Schoeppel. 

Also present: Senators Byrd and Kem. 

The CuatrMan. The committee will please come to order. 

Senator Ropertson. I wish to ask unanimous consent just before 
the testimony of Governor Eccles, who I understand will testify on 
behalf of S. 1376, that we insert the provisions of S. 1376 and an 
analysis of those provisions. 

The CHarrMan. Without objection that will be done. 

(The bill and analvsis referred to will be found on p. 46.) 

The CuarrMan. I would like to have made a part of the record all 
the bills that are before this committee, S. 514, 5. 515, S. 1116, 5. 1123, 
and Senate Joint Resolution 44, that concern the changes or abolish- 
ment of*the RFC, and also the staff memorandums as prepared by 
the staff at the request of the committee. 

I should also like to make a part of the record S. 1329, submitted 
by Senator O’Mahoney, who also has requested that he testify on 
that bill because he believes that there are certain sections which 
would be applicable to any changes in the RFC. 

Senator Roperrson. Mr. Chairman, has the latter bill been referred 
to us? 

The CHAIRMAN. Yes, since last year. 

(The bills referred to follow:) 


[S. 514, 82d Cong., Ist sess.] 


A BILL Toamend the Reconstruction Finance Corporation Act, as amended, to pr le for the elimination 
of the Board of Directors, and to vest the management of the Corporation : governor 


Re it enacted hy the Senate and House of Representatives of the United States of 
America in Congress assembled, That (a) section 2 of the Reconstruction Finanes 
Corporation Act, as amended, is amended to read as follows: 

“Sec. 2. The management of the Corporation shall be vested in a governor 
appointed by the President of the United States by and with the advice and 


consent of the Senate. The governor shall be appointed for a term of three 
years, but he may continue in office until his successor is appointed and qualified. 
The governor shall be eligible for reappointment. Whenevera vacancy shall occur 
in the office of governor, other than by expiration of term, the person appointed 
to fill such vacancy shall hold office for the unexpired portion of the term. The 
governor shall not engage in any other business, vocation, or employment an 
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that of serving as governor and shall receive a salary at the rate of $17,500 per 
annum. The governor is authorized to appoint two deputy governors to assist 
in the execution of the functions vested in the Corporation. Deputy governors 
shall be paid at the rate of $15,000 per annum.” 

(b) The word ‘‘governor” shall be substituted for the word ‘“‘director’’, ‘‘direc- 
tors’, and ‘‘Board of Directors’? wherever such word or words appear in the 
Reconstruction Finance Corporation Act, as amended. 

Sec. 2. This Act shall take effect sixty days after the date of its enactment, 
and the offices, powers, and duties of the Board of Directors of the Reconstruction 
Finance Corporation shall thereupon terminate. 


[S. 515, 82d Cong., Ist sess.] 
A BILL To amend the Reconstruction Finance Corporation Act 


Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That the Reconstruction Finance Corporation 
Act, as amended, is amended to read as follows: 

“Sec. 1. (a) There is hereby created a body corporate with the name ‘Recon- 
struction Finance Corporation’ (herein called the Corporation). It shall be the 
duty of said Corporation to aid in financing industry, agriculture, commerce, to 
encourage small business, to help in maintaining the economic stability of the 
country, to assist in promoting maximum employment and production and, when 
specifically directed, to perform certain duties and functions in connection with 
the national defense and foreign policy programs of the United States. The 
principal office of the Corporation shall be in the District of Columbia, but there 
may be established agencies or branch offices in any city or cities of the United 
States under rules and regulations prescribed by the governor. This Act may 
be cited as the ‘Reconstruction Finance Corporation Act’. 

““(b) Within six months after the close of each fiscal year, the Corporation shall 
make a report to the Congress of the United States which shall contain the financial 
statements for the fiscal vear, including a balance sheet, a statement of income and 
expenses for all operations, a statement of income and expenses for major classes 
of loans, and an analysis of accumulated net income. Such statements shall be 
prepared from the financial records of the Corporation which shall be maintained 
in accordance with generally accepted accounting principles applicable to com- 
mercial corporate transactions, including the maintenance of adequate cost 
accounting records so that the development of data necessary to report the results 
of its lending activities by major classes of loans can be accomplished. The report 
shall contain schedules showing, as of the close of the Corporation’s fiscal year, 
direct loans totaling $100,000 or more to any one borrower; loans totaling $100,000 
or more, to any one borrower in which the Corporation has a participation or an 
agreement to participate; and the investments in the securities and obligations 
of any one borrower which total $100,000 or more. 

“Sec. 2. The management of the Corporation shall be vested in a governor 
appointed by the President of the United States by and with the advice and 
consent of the Senate. The governor shall be appointed for a term of three years, 
but he may continue in office until his successor is appointed and qualified. The 
governor shall be eligible for reappointment. Whenever a vacancy shall oecur 
in the office of governor, other than by expiration of term, the person appointed 
to fill such vacancy shall hold office for the unexpired portion of the term. The 
governor shall not engage in any other business, vocation, or employment than 
that of serving as governor and shall receive a salary at the rate of $17,500 per 
annum. The governor is authorized to appoint two deputy governors to assist 
in the execution of the functions vested in the Corporation. Deputy governors 
shall be paid at the rate of $15,000 per annum. 

“Sec. 3. (a) The Corporation shall have succession through June 30, 1956, 
unless it is sooner dissolved by an Act of Congress. It shall have power to adopt, 
alter, and use a corporate seal; to make contracts; to lease or purchase such real 
estate as may be necessary for the transaction of its business; to sue and be sued, 
to complain and to defend, in any court of competent jurisdiction, State or Federal; 
to select, employ, and fix the compensation of such officers, employees, attorneys, 
and agents as shall be necessary for the transaction of the business of the Corpora- 
tion, in accordance with the applicable provisions of the Classification Act of 1949 
and any other laws applicable to the Corporation; and to prescribe, amend, and 
repeal, by its governor, bylaws, rules, and regulations governing the manner in 
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which its general business may be conducted. Except as may be otherwise pro- 
vided in this Act or in the Government Corporation Control Act, the governor of 
the Corporation shall determine the necessity for and the character and amount 
of its obligations and expenditures under this Act and the manner in which they 
shall be incurred, allowed, paid, and accounted for, without regard to the p1 
sions of any other laws governing the expenditure of public funds, and su 
termination shall be final and conclusive upon all other officers of the Gover 
ment. The Corporation shall be entitled to and granted the same immuni 
and exemptions from the payment of costs, charges, and fees as are grante 

the United States pursuant to the provisions of law codified in section 2412 of 
title 28 of the United States Code. The Corporation shall also be enticied to the 
use of the United States mails in the same manner as the executive departme 

of the Government. Debts due the Corporation, whether heretofore or hereafter 
arising, shall not be entitled to the priority available to the United States pursuant 


to section 3466 of the Revised Statutes (U.S. C., title 31, see. 191) except that 
the Corporation shall be entitled to such priority with respect to debts arising 
from any transaction pursuant to any of the followi \cts or proy 

effect at any time: Sections 5d (1) and 5d (2) of the Reeonstruction Finances 
Corporation Act added by section 5 of the Act entitled ‘An Act to authorize 
purchase by the Reconstruction Finance Corporation of stock of the Federa 
home-loan banks; to amend the Reconstruction Finance Corporati (ct, as 
amended; and for other purposes’, approved June 25, 1940 (54 Stat. 573 ctions 
4 (f) and 9 of the Act entitled ‘An Act to mobilize the productive facilities of small 


business in the interests of successful prosecution of the war, and for other ] 
poses’, approved June 11, 1942 (56 Stat. 354, 356): seetion 2 (e) of the Emergenev 
Price Control Act of 1942 (56 Stat. 26); the Surplus Property Act of 1944 (58 
Stat. 765 and the following): sectior 11 and 12 of the Vetera kimerge! 

Housing Act of 1946 (60 Stat. 214, 215); and section 403 of the Sixth Supplementa 


National Defense Appropriation Act (56 Stat. 245 


“(b) Notwithstanding any other provision of law, the 1 t to recover com- 
pensation granted by the Act approved September 7, 1916, as amended (5 U.S. ¢ 
sec. 751), shall be in lieu of, and shall be construed to abrogate, a and all other 
rights and remedies which any person, except for this provision, 1 on aces 


of injury or death of an employee, assert against the Corporation or any of 
subsidiaries. 

“Sec. 4. (a) Where it has been determined by the Corporation that financial 
assistance is not Otherwise available on reasonable terms and that a substanfia 
publie interest would be served, the ¢ orporation Within the limitations hereimmatter 
provided is authorized, either directly or in cooperation with banks or other lend- 
ing institutions through agreements to participate or by the purchase of part 
pations, or otherwise 

‘ 1) to purchase the obligations of and to make oans to any } iness 
enterprise Organized Or Operating under the laws of any State or the United 
States; 


‘(2) to make loans to any financial institution organized under the law 
of anv State or of the United States and to subscribe for or make loans upor 
nonassessable preferred stock in any insurnace company Organized under 
the laws of any State or of the United States In any case which, under 
the laws of the State in which it is located, any such insurance company 
not permitted to issue nonassessable preferred stock, or if such laws pern 
such issue of preferred stock onlv bv unanimous consent of stoekholcde 


the Corporation is authorized to purchase the legally issued capital 1 
or debentures of such insurance company; 

3) in order to aid in financing projects authorized under Federal, State 
or municipal law, to purchase the securities and obligations of, or make loans 
to (A) States, municipalities, and political subdivisions of States, (B) public 
agencies and instrumentalities of one or more States, municipalities, and 
political subdivisions of States, and (C) public corporatio: boards, and 
commissions: Provided, That no such purchase or loan shall ' 
payment of ordinary governmental or nonproject operating expenses as d 
tinguished from purchases and loans to aid in financing specific pul pl 
and 

‘(4) to make such loans as it may determine to be necessary or approp! 
because of floods or other catastrophes: Provided, That the provisions 
section 4 (a) as to availability of credit shall not apply to such loa 

“(b) The powers granted in section 4 (a) of this Act shall be ibject to 
following restrictions and limitations. 
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““(1) All securities and obligations purchased and all loans made under 
paragraphs (1), (2), and (3), of subsection (a) of this section shall be of such 
sound value or so secured as reasonably to assure retirement or repayment. 

‘**(2) No loan, including renewals or extensions thereof, may be made under 
sections 4 (a) (1), (2), and (4) for a period or periods exceeding ten years 
and no securities or obligations maturing more than ten years from date of 
purchase by the Corporation may be purchased thereunder: Provided, That 
the foregoing restriction on maturities shall not apply to securities or obliga- 
tions received by the Corporation as a claimant in bankruptcy or equitable 
reorganization or as a creditor in proceedings under section 20B of the 
Interstate Commerce Act, as amended: Provided further, That any loan 
made or securities and obligations purchased prior to July 1, 1947, may in 
aid of orderly liquidation thereof or the interest of national security, be 
renewed or the maturity extended for such period not in excess of ten years 
and upon such terms as the Corporation may determine: And provided 
further, That any loan made under section 4 (a) (1) for the purpose of con- 
structing industrial facilities may have a maturity of ten vears plus such 
additional period as is estimated may be required to complete such construc- 
tion. The Corporation may, in carrying out the provisions of subsection 
4 (a) (3), purchase securities and obligations, or make loans, including 
renewals or extensions thereof, with maturity dates not in excess of forty 
vears, as the Corporation may determine. 

(3) In agreements to participate in loans, wherein the Corporation’s 
disbursements are deferred, such participations by the Corporation shall be 
limited to 70 per centum of the balance of the loan outstanding at the time 
of the disbursement, in those cases where the total amount borrowed is 
$100,000 or less, and shall be limited to 60 per centum of the balance out- 
standing at the time of disbursement, in those cases where the total amount 
borrowed is over $100,000. 

(4) The total amount of investments, loans, purchases, and commitments, 
made pursuant to authority granted by subsections (a) (4), (a) (3), and (a) 
(2) of section 4, which the Corporation may have outstanding at any one 
time, shall not exceed (1) under subsection (a) (4) $40,000,000, (2) for con- 
struction purposes under subsection (a) (3) $200,000,000, and (3) for financial 
assistance to insurance companies under subsection (a) (2) $15,000,000. 

“(5) No loan or other financial assistance shall be extended under authority 
contained in 4 (a) (1) unless there is reasonable cause to believe that the 
total amount of funds supplied including interest thereon can be repaid 
within ten years from date of initial disbursement, either from earnings of 
the borrower or through means, other than liquidation of the borrower, con- 
templated at the time the application was approved by the Corporation. 

(6) All applications for loans or other financial assistance totaling $100,000 
or more to any borrower must be approved by the governor. In any instance 
where such an application is approved over the adverse recommendation of 
the Review Board provided for in paragraph (8) of this subsection, or dis- 
approved over the recommendation of said Board, a memorandum shall be 
placed in the loan file setting forth the governor’s reasons for such approval 
or disapproval. 

(7) Each loan made hereafter by the Corporation to any borrower pur- 
suant to paragraphs (i) or (2) of subsection (a) of this section shall be con- 
ditioned upon the execution of an agreement between the Corporation and 
such borrower by which such borrower shall undertake that it will not, 
within two years after the date of the making of such loan, employ, tender 
any office or employment to, or refrain for professional services any person 
who on the date such loan was made or within one year prior thereto shall 
have served as a director or governor of the Corporation, or as an officer, 
attorney, agent, or employee of the Corporation occupying a position or 
engaging in activities which the governor shall have determined to involve 
the exercise of discretion with respect to the making of loans to borrowers 
pursuant to paragraphs (1) or (2) of subsection (a) of this section unless 

“(A) the governor shall have determined that such person, on the 
date such loan was made and within cne year prior thereto, was em- 
ployed by the Corporation only in a branch or field office of the Corpora- 
tion which did not, and under ordinary procedures of the Corporation 
would net, perform any function in connection with the negotiation, 
mcdification, supervisien, cr collection of such loan; or 








RFC ACT AMENDMENTS OF 1951 5 
**(B) such person (I) shall be employed at the request of the governor 
upon his determination that such employment is advisable to safeguard 
the interests of the Corporation, (II) will receive no compensation from 
the Corporation for such employment other than his regular salary, and 
(III) will receive no compensation from such borrower for such employ- 
ment: Provided, That compensation so paid by the Corporation shall be 
deemed to be nonadministrative expense of the Corporation 
As used in this paragraph, the term ‘lean’ shall include any extension of 
financial assistance, by loan or otherwise, pursuant to this Act. 

(8) All applications for loans or other financial assistance referred to in 
paragraph (6) of this subsection shall be reviewed by a Board of Review con- 
sisting of five persons selected by the governcr from among the senior ex- 
aminers of the Cerporation. It shall be the duty of the said Board to submit 

to the governor a written decision or finding in each cass Each member of 
the Board shall serve without compensation other thar 
received as senior examiner and shall not be removed 
without cause. 

“‘(9) No application for a loan or other financial assistar 
proved by the Corporation unless the basis for the detern 
stantial public interest as required by section 4 (a), has been reduced to 
writing and made a permanent part of the files of the Cerporation. T1 
governor shall make the determination in all cases where the applications 
total $100,000 or more to any borrower. 

(c) No fee or commission shail be paid by any applicant for financial assist- 
ance under the provisions of this Act in connection with any such applicatior 
and any agreement to pay or payment of any such fee or 
unlawful. 

‘*(d) No governor, officer, attorney, agent, or employee of the Corporation in 
any manner, directly or indirectly, shall participate in the deliberation upon or 
the determination of any question affecting his personal interests 
of any corporation, partnership, or association in which he 
interested. 

‘‘(e) The powers granted to the Corporation by this section 4 shall terminate 
at the close of business on June 30, 1954, but the termination 
shall not be construed (1) to prohibit disbursement of funds on purchases of 
securities and obligations, on loans, or on commitments or agreements to 
such purchases or loans, made under this Act prior to the close ¢ 
such date, or (2) to affect the validity or performance of any ot! 
made or entered into pursuant to law. 

‘““(f) The Corporation shall maintain as a permanent part of 
which during the regular business hours of the Corporation shall be kept available 
for public inspection. The following information shal! be posted in the said 
docket without delay upon receipt of an application for a loan: 

‘*(1) The name of the applicant and, in the case « 
the names of the officers and directors thereof. 
“*(2) The amount and duration of the loan for which applicatior 
*(3) The purpose for which the proceeds of the loan 
““(4) A description of the security offered. 


es 


the compensation 


he said Board 





ce shall be ap- 


nation of s 





ae 


commission sh 





, or the interests 


3 directly or indirectly 
of such powers 


f business on 


ler agreeme 


i corporate applicants 


‘ 


shall intercede for the applicant or who shall attempt to influence the Recon- 
struction Finance Corporation in any manner either for or against the appli- 
cant in the exercise of its judgment in connection with said loan 
Duplicate copies of this docket shall be maintained both in the Agency office in 
which the loan application is filed and in the Washington office of the Corporation. 
‘““(g) In order to enable the Corporation to carry out the provisions of this Act, 
the Treasury Department, the Comptroller of the Currency, the Federal Reserve 
3oard, the Federal Reserve banks, the Securities and Exchange Commission, the 
Interstate Commerce Commission, and the Civil Aeronautics Board are hereby 
directed, under such conditions as they may prescribe, to make available to the 
Corporation at its request such reports, records, or other information as they may 
have, relating to the condition of existing borrowers and applicants for loans 
1 {fered to or held 

by the Corporation as security for loans under this Act. Every applicant for a 
loan under this Act shall as a condition precedent thereto, consent to such exami- 
nation as the Corporation may require for the purposes of this Act and that 
reports of examinations by constituted authorities may be furnished by such 
authorities to the Corporation upon request therefor. 
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““(h) Section 410 of the Civil Aeronautics Act of 1938, as amended, is hereby 
repealed. 

‘“G) As used in this Act, the term ‘State’ includes the District of Columbia, 
Alaska, Hawaii, Puerto Rico, and the Virgin Islands. 

“Sec. 5. It shall be the general policy of the Corporation to establish interest 
rates on loans that, in the judgment of the governor, will cover the costs as deter- 
mined under section 7 (c), administrative expenses and other expenses, and a risk 
factor which, over all will provide for losses that may materialize on loans. 

“Sec. 6. The Federal Reserve banks are authorized and directed to act as cus- 
todians and fiscal agents for the Corporation in the general performance of its 
powers conferred by this Act and the Corporation may reimburse such Federal 
Reserve banks for such services in such manner as may be agreed upon. 

“Sec. 7. (a) The Corporation is authorized to obtain money from the Treasury 
of the United States, for use in the performance of the functions, powers, and 
duties granted to or imposed upon it by this Act or any other provision of law, 
not to exceed a total of $1,300,000,000 outstanding at any one time. For this 
purpose appropriations not to exceed $1,300,000,000 are hereby authorized 
Amounts appropriated hereunder and all income hereafter earned from the Cor- 
poration’s operations shall become and will be administered as a revolving fund 
to effectuate the provisions of this Act. Advances shall be made to the Corpora- 
tion from the revolving fund upon the written request of the Corporation. As 
the Corporation repays the amounts obtained from the Treasury, the repayments 
hall be made to the revolving fund. 

“(b) Within thirty days after the appropriations authorized in section 7 (a) 
have been made available, the Corporation shall retire its capital stock, shall 
redeem its outstanding notes held by the Treasury, and shall pay into miscellane- 
ous receipts of the Treasury the estimated amount of its accumulated earnings as 
of the date of settlement. Necessary adjustment arising from earnings redeter- 
mination shall be made within a reasonable time thereafter. The Corporation’s 
power to issue its notes, debentures, bonds, and other obligations to the United 
States Treasury, except as provided under section 7 (a), is hereby rescinded. 

ec) Annual payments shall be made by the Corporation to the Treasury of the 
United States as miscellaneous receipts by reason of costs incurred by the Govern- 
ment, either directly or indirectly, through the employment of Federal funds by 
the Corporation in carrying out the provisions of this Act. These payments shall 
be computed by applying to the average monthly balance of funds invested in the 
Corporation, a percentage determined annually in advance by the Secretary of the 
Treasury. Such percentage shall not be less than the current average rate which 
the Treasury pays on its marketable obligations. 

“Src. 8. The Corporation shall after June 30, 1950, contribute to the civil- 
service retirement and disability fund, on the basis of annual billings as determined 
by the Civil Service Commission, for the Government’s share of the cost of the 
civil-service-retirement system applicable to the Corporation’s employees and 
their beneficiaries. The Corporation shall also after June 30, 1950, contribute to 
the Employees’ Compensation Fund, on the basis of annual billings as determined 
by the Federal Security Administrator for the benefit payments made from such 
fund on account of the Corporation’s employees. The annual billings shall also 
include a statement of the fair portion of the cost of the administration of the 
respective funds, which shall be paid by the Corporation into the Treasury as 
miscellaneous receipts. 

“Sec. 9. The Corporation, including its franchise, capital, reserves and surplus, 
and its income shall be exempt from all taxation now or hereafter imposed by the 
United States, by any Territory, dependency, or possession thereof, or by any 
State, county, municipality, or local taxing authority, except that any real property 
of the Corporation shall be subject to special assessments for local improvements 
and shall be subject to State, Territorial, county, municipal, or local taxation to 
the same extent according to its value as other real property is taxed. The 
exemptions provided for in the preceding sentence with respect to taxation (which 
shall, for all purposes, be deemed to include sales, use, storage, and purchase taxes) 
shall be construed to be applicable not only with respect to the Corporation but 
also with respect to any other public corporation which is now or which may be 
hereafter wholly financed and wholly managed by the Corporation. Such 
exemptions shall also be construed to be applicable to loans made, and personal 
property owned by the Corporation, or such other corporations, but such exemp- 
tions shall not be construed to be applicable in any State to any buildings which 
are considered by the laws of such State to be personal property for taxation 
purposes. Notwithstanding any other provision of law or any privilege or consent 
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to tax expressly or impliedly granted thereby, the shares of preferred stock of 
national banking associations, and the shares of preferred stock, capital notes, and 
debentures of State banks and trust companies, acquired prior to July 1, 1947, b 
the Corporation, and the dividends or interest derived therefrom by the Corpora- 
tion, shall not, so long as the Corporation shall continue to own the same, be 
subject to any taxation by the United States, by any Territory, dependency, 01 
possession thereof, or the District of Columbia, or by any State, county, munic 
ipality, or local taxing authority, whether now, heretofore, or hereafter imposed, 
levied, or assessed, and whether for a past, present, or future taxing period. 

“Sec. 10. (a) The Corporation is authorized and directed to transfer withi: 
thirty days after the effective date of this Act, to the Export-Import Bank of 
Washington, and the Export-Import Bank of Washington is authorized and diree 
ted to recive all notes, mortgages, debentures, loan agreements, or other forms of 
indebtedness, and all loan files pertaining to the loan to the Republie of the 
Philippines and the loan to the Steep Rock Iron Mines, Ltd. The Export-Import 
Bank shall reimburse the Corporation for the unpaid balances of the loans, plus 
accrued interest, as of the date of transfer. 

‘““(b) The Corporation is authorized and directed to transfer within thirty days 
after the effective date of this Act, to the Secretary of the Treasury, and thi 
Secretary of the Treasury is authorized and directed to receive, 
agreements, or other forms of indebtedness, and all loan files, pertaining to the 
loan to the United Kingdom of Great Britain and Northern Ireland. The 
Secretary of the Treasury shall cancel notes of the Corporation in an amount equal 
to the unpaid balance of the loan, plus accrued interest, as of the date of transfer. 

““(c) The Corporation is authorized and directed to transfer within thirty days 
after the effective date of this Act, to the Housing and Home Finance Admin- 
istrator, and the Housing and Home Finance Administrator is authorized and 
directed to receive, all mortgages, so classified on the Corporation’s balance sheet 
which originated under authority of the Reconst tion Finance Corporatio: 
Mortgage Company. The Secretary of the Treasury is authorized and directed 
to cancel notes of the Corporation in an amount equal to the unpaid balances of 





all notes, loan 








the mortgages, plus accrued interest, as of the date of transfer Vhe Housing ar 
Home Finance Administrator shall sell or otherwise liquidate the mortgages so 
transferred at no less than the unpaid balance at date of transaction, plus accrued 
interest. All income and proceeds from liquidation, less reasonable costs of 
administration, shall be paid into the Treasury as miscellaneous receipts. 

‘Sec. 11. Upon the termination of the powers granted to the Cor 


section 4 of this Act, the governor shall, except as otherwise hereit 





authorized, proceed to liquidate its assets and wind up its affairs 
the approval of the Secretary of the Treasury deposit with the Tre: ( 
United States as a special fund any money belonging to the Corpor: 
time to time received by it in the course of liqu 1atl I yment Of its Oo 
standing obligations, which fund may be drawn upon or paid out for no other p 
pose. Any balance remaining after the liquidation of all the Corporation’s assets 
and after provision has been made for payment of al! legal obligations shall } 
paid into the Treasury of the United States as miscellat is receipts. Thereupo 
the Corporation shall be dissolved. 
“Sec. 12. If at the expiration of the succession of the Corporation, its gover 
shall not have completed the liquidation of its assets and tl} inding up of 


affairs, the duty of completing such liquidation and winding up of its affairs sha! 
be transferred to the Secretary of the Treasury, who for such purpose shall suecec 
to all the powers and duties of the governor under this Act. In such event he may 
assign to any officer or officers of the United States in the Treasury Department thi 
exercise and performance, under his general supervision and direction, of any such 
powers and duties. When the Secretary of the Treasury shall find that such 
liquidation will no longer be advantageous to the United States and that all of the 
Corporation's legal obligations have been provided for, he shall pay into the Trea: 
urv as miscellaneous receipts the unused balance of the moneys belonging to thi 
Corporation, and make a final report to the Congress. Thereupon the Corporatior 
shall be deemed to be dissolved. 

“Sec. 13. (a) Whoever makes any statement k: ig i 
willfully overvalues any security for the purpose of obtaining for himself or for any 
applicant any loan, or extension thereof by removal, deferment of action or other- 
wise, or the acceptance, release, or substitution of security therefor, or for the 
purpose of influencing in any way the action of the Corporati ? 
of obtaining money, property, or anything of value, under this Act, shall be 


owl to be false, or whoever 


on, or for the purpose 
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punished by a fine of not more than $5,000 or by imprisonment for not more than 
two vears, or bot! 

““(b) Whoever (1) falsely makes, forges, or counterfeits any note, debenture, 
bond, or other obligation, or coupon, in imitation of or purporting to be a note, 
debenture, bond, or other obligation, or coupon, issued by the Corporation; or 
(2) passes, utters, or publishes, or attempts to pass, utter, or publish anv false, 
forged, or counterfeited note, debenture, bond, or other obligation, or coupon, 








purporting to have been issued by the Corporation, knowing the same to be false, 
forged, or counterfeited; or (3) falsely alters any note, debenture, bond or other 
obligati or « pon, issued or purporting to have been issued by the Corpo- 
ration; or (4) passes, utters, or publishes, or attempts to pass, utter, or publish, as 
true any falsely aitered or spurious note, debenture, bond, or other obligs os or 
co n, issued or rporting to have been issued by the ( Corporation, knowing the 
same to be falsely altered or spurious, or any person who willfully violates any cee r 
provision of this Act, shall be punished by a fine of not more than $10,000, by 
imprisonment for not more than five vears, or both. : 


c) Whoever, being connected in any capacity with the Corporation, (1) 
embezzles, abstracts, purloins, or wil vie uly misapplies anv moneys, funds, securi- 
ties, or other things of value, wheth belonging to it or pledged or otherwise 
entrusted to it; or (2) with intent to de fraud the Corporation or any other body 
politic or corporate, or any individual, or to deceive any officer, auditor, or 
examiner of the Corporation, makes any false entry in any book, report, or 
statement of or to the ( Seeialinn, or, Without being duly authorized, draws 
any order or issues, puts forth, or assigns any note, debenture, bond, or other 
obligation, or draft, bill of exchange, mortgage, judgment, or decree thereof; 
or (3) with intent to defraud participates, shares, receives directly or indirectly 
any money, profit, property, or benefit through any transaction, loan, commis- 
sion, contract, or any other act of the Corporation; or (4) gives any unauthorized 
information concerning anv future action or plan of the Corporation which might 
ffect the value of securities, or having such knowledge, invests or speculates, 
tly or indirectly, in the securities or property of any company, bank, or 
ii veyed receiving loans or other assistance from the Corporation, shall be 
punished by a fine of not more than $10,000 or by imprisonment for not more 
than five years, or both 

d) No individual, association, ps urtne rship, or corporation shall use the words 
‘Reconstruction Finance Corporation’ or a combination of these three words, as 
the name or a part thereof under which he or it shall do business. Every indi- 
vidual, partnership, association, or corporation violating this prohibition shall 
be guilty of a misdemeanor and shall be punished by a fine of not exceeding 
$1.000 or imprisor ment not exceeding one vear, or both. 

“Sec. 14. The Corporation is authorized to exercise the functions, powers, 
juties, and authority transferred to the Corporation by Public Law 109, Seventy- 
ninth Congress, approved June 30, 1945, but only with respect to programs, 
projects, or commitments outst: anding on June 30, 1947. 

Sec. 15. If any provision of this Act or the application of such provision to 
anv person, or circumstances shall be held invalid, the validity of the remainder 








dire Cc 


this Act, and the applicability of such provision to other persons or circum- 
stances, shall not be affected thereby.” 

S 2 Chis Act s mall take effect sixtv days after the date of its enactment, 
and the offi d duties of the Board of Directors of the Reconstruction 





thereupon terminate. 





6. s2 { 9 t 
ction Finance Corporation with respect to the administra 
] f N, fe a? S¢ f Rey resen tal es of the United States of 
{ ca ( bled sataithali unding any other provision of 
iw With respec e aate uy which the powers granted to the Reconstruction 


{ 
Finance Corporati by section 4 of the Reconstruction Finance Corporation 
} } ate upon which the succession of the Recon- 
struction Finanee Corporation shall expire, the Reconstruction Finance Cor- 


_ 
/ 
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poration is hereby dissolved. The duty of liquidating the assets and winding ip 
the affairs of such Corporation shall devolve upon the Tr 
who shall proceed with such liquidation of assets and winding up of affairs as 
expeditiously as possible in accordance with the provisions of section 10 of the 
Reconstruction Finance Corporation Act; except that the unused balance of the 





Treasury, shall be used exclusively for the reduction of the public debt. 
Spc. 2. The functions of the Reconstruction Finance Corpo 
to the administration and supervision of the rubber program (1 
as amended), the tin program (Public Law 125, Eightieth Congress, as amended), 
and the abaca program (Public Law 683, EKighty-first Congress), together with all 
properties, assets, funds, contracts, loans, liabilities, commitments, authorizations, 
allocations, personnel, and records necessary in connection with the exercise of 
such functions, are hereby transferred to the Office of Defense Mobilizatior 
Except as specifically provided herein, this section shall not be construed to 1 
or repeal any of the Acts under which such programs are carried out, 





A BILL To ame ithe D I Production Act of 1950 and tl I ' Cc 4 


R, t enacted hy the Senate and Ho ise of Renres fative rth United Stat if 
America tn Congress assembled, That section 302 of the Defense Production Act 
of 1950 (Public Law 774, Eighty-first Congress) is amended to read as follows: 

“Sec. 302. To expedite production and deliveries or services to aid in carryit 
out Government contracts for the procurement of materials or the performance 
of services for the national defense, the President may make provision for par- 
ticipations in, and guarantees of, loans to private business enterprises (includiz 
research corporations not organized for profit for the expansion Ol capacity, the 
development of technological processes, or the production of essential materials 
including the exploration, development, and mining of strategic and critical 
metals and minerals. Such participations in, and guarant of, loans may br 
made without regard to the limitations of existing law and on such terms and 
conditions as the President deems necessary except that financial assistance may 
be extended only to the extent that it is not otherwise available on reasonable 
terms.”’ 

Sec. 2. So much of subsection (a) of section 303 of the Defense Production A 
of 1950 (Publie Law 774, Eighty-first Congress) as precedes the proviso is amended 
to read as follows: ‘To assist in carrying out the objectives of this Act, the Presi- 
dent may authorize the Secretary of the Interior, the Secretary of Agriculture, 
or the Administrator of General Services to make provi ) | ior p rchases 
of or commitments to purchase metals, minerals, and other raw materials, includit 
liquid fuels, for Government use or for resale; and (2) for the encourageme 
exploration, development, and mining of er 1 
metals:”’. 

Sec. 3. The Defense Production Act of 1950 (Public Law 774, Fightv-first 


Congress) is amended by adding a new section immediately after section 304, as 


ical ar 


follows: 


“Sec. 305. The administration and supervision of the rubber prograr Rubber 
Act of 1948, as amended), the tin program (Publ | 


, lic La 125, Ei ieth Congress, 
as amended), and the abacd program (Public Law 68 Kigl irst Congr 
all now under the administration of the Reconstruction Finance Corporatior 
together with all functions, property, assets, funds, contracts, loan, liabilities, 
commitments, authorizations, allocations, personnel, and records 1 sal 


connection with such programs are hereby transf rred to the Secre ary ol ((om- 
merece. | xcept as specifically provided herein, this seetior hall not be constr 
to modify or repeal anv of the Acts under which sai 
Sec. 4. (a) The first sentence of section 3 (a) of the R nstructlo i i! 
Corporation Act, as amended, is amended by striking t “June 30, 1956 
inserting in lieu thereof “June 30, 1951’’. 
hb) Subsection (f) of section 4 of the Reconstruction Fina Corporati \ 
as amended, is amended by striking out “June 30, 1954” and 
thereof ‘“‘June 30, 1951’’. 
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[S. 1329, 82d Cong., 1st sess.] 


A BILL To establish corporations to assist financial institu'ions in making credit available to commercial 
ind industrial enterprises and to provide capital for such enterprises 


Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That section 13b of the Federal Reserve Act is 
amended to read as follows: 

“Src. 13b. 1. Purpose.—The general purpose of this section, as amended, in 
the light of which its provisions shall be construed and applied, is to provide a 
means for supplementing the existing financial activities of banks and other 
financial institutions by the establishment of one or more regional investing cor- 
porations, privately owned and managed, their formation to be facilitated by 
authorizing the purchase of their capital stock by the Federal Reserve banks with 
a view to the ultimate disposal of such capital stock by the Federal Reserve banks 
to member banks of the Federal Reserve System and to other private investors. 
Such corporations shall be authorized to invest in and make loans to both small 
and independent business enterprises organized upon sound business principles 
which supply an economically useful product or service, where the investment in 
or loans to such enterprises are in the interest of the national defense during 
periods of national emergency, or are desirable to promote the growth and expan- 
sion of such enterprises. 

“2. NATIONAL INVESTMENT Apvrisory Councii.—(a) There is hereby estab- 
lished a National Investment Advisory Council, hereinafter called the ‘Council’, 
which shall consist of the Secretary of the Treasury, the Secretary of Commerce, 
who shall be Chairman of the Council, and the Chairman of the Board of Gover- 
nors of the Federal Reserve System. The Council! shall advise and consult with 
the Board of Governors of the Federal Reserve System and make recommenda- 
tions to that Board from time to time with respect to the operations of the cor- 
porations organized under this Act, the lending and investment policies of such 
corporations, and the administration of the provisions of this section. 

“3. EniearpLe Entrerprises.—The Secretary of Commerce shall promulgate 
standards to determine the eligibility of small or independent business enterprises 
for the purposes of this section. In promulgating such standards, which may 
differ according to the types of financing or other relevant factors, there shall be 
considered the relative size and position of businesses in relation to the trade or 
industry in which they are engaged, the size and nature of the area of their opera- 
the size and independence of the group supplying capital or holding owner- 
ship or control of the business, and the independence of their management; and 
no enterprise shall be considered to be a small or an independent business enter- 
prise Which is affiliated through stock ownership or otherwise with any other 
enterprise which is determined to be dominant in the trade or industry or field of 
business in which it is e 











ngaged, unless such other enterprise otherwise qualifies as 
a small or independent business enterprise under this section. 


$1. ORGANIZATION OF CORPORATIONS.—(a) Corporations, not exceeding in 

nt I the total numbs r of Fede ral R serve banks and branches thereof. orgal 

1 for the purpose of operating under this section, may be organized by any 
number of persons not less than five, who shall subscribe to the articles of incor 


poratio! except that any such corporation in whose stock one or more Federal 
Reserve banks invest shall be formed by a Federal Reserve bank, which alone 


shall subscribe to the articles of incorporation. The aiticles of incorporation of 
such corporation shall specify in general terms the objects for which the corpora- 
tion is formed and may contain any other provisions not inconsistent with this 
section that the corporation may see fit to adopt for the regulation of its business 
and the conduct of its affairs, including provision for cumulative voting in the 


eleetion Of directors. 


Such articles shali be subject to the approval of the Board 
of Governors of the Federal Reserve System, and with such approval may be 


amended from time to time. Articles of incorporation and amendments thereto 
shall be forwarded to the Board of Governors for consideration and approval or 
disapproval. Such articles shall specifically state 


“first, the name assumed by such corporation; 


“second, the area or areas where its operations are to be carried on, which 
may be anywhere within the United States, its Territories and island posses- 
sions, but as long as any of its stock is owned by any Federal Reserve bank, 
the Board may restrict the geographical area of its operations 

“third, the place where its principal office is to be located, which shall be 
within the Federal Reserve district in which it is established; and 
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“fourth, the amount of its capital stock and the number and classes of 
shares into which the same shall be divided, with or without par value, and 
the respective participations of such shares in the profits of the corporation. 

‘(b) In determining whether to approve the establishment of such a corpora- 
tion and its proposed articles of incorporation, the Board of Governors shall give 
due regard, among other things, to the need for the financing of small and inde- 
pendent business enterprises in the place or places where the proposed corporation 
is to commence operations, the general character of the proposed management of 
such corporation, the number of such corporations previously organized in the 
United States, and the volume of their operations. After consideration of al 
relevant factors, the Board of Governors may approve the articles of incorpora- 
tion and issue a permit to begin business. Upon issuance of such a pes rmit, the 
corporation shall thereafter become and be a body corporate and, as such, and i 
the name designated therein, shall have power to adopt and use a corporate seal: 
to have succession for a period of thirty years, unless extended as provided in this 
section, or unless sooner dissoved by the act of the share holde ‘Ts Owning two-thirds 
of the stock or by an Act of Congress or unless its franchise becomes forfeited 
some violation of law; to make contracts; to sue and be sued; complain, and defend 
in any court of law or equity; by its board of directors, to appoint such officers 
and e mploye es as may be deemed proper, define their authority and duties, requir 
bonds of them as it deems advisable, and fix the penalty thereof, dismiss sucl 
officers or emplovees, or any thereof, at pleasure and = point others to fill their 
places; to adopt bylaws re ‘gulating the manner in which its stock shall be trans- 
ferred, its officers and employees appointed, its saamates transferred, and the 
privileges granted to it by law exercised and enjoyed; to establish branch offices 
or agencies subject to the approval of the Board; to acquire, hold, operate, and 
dispose of any property (real, personal, or mixed) whenever necessary or appro- 
priate to the carrying out of its lawful functions; to act as depository for fiscal 
agent of the United States when so designated by the Secretary of the Treasury 
to operate in such Federal Reserve district or districts or Territories or possessions 
of the United States as may be specified in its articles of incorporation; and shall 
have the other powers set forth in this section and such incidental powers as may 
be reasonably necessary to carry on the business for which the corporation is 

stablished. 








‘(c) The board of directors of each corporation organized under this sectior 
shall consist of nine members, all of whom shall be eleeted annually t } ! 
of the shares of stock of the corporation authorized and issued u 
visions of this section. Subject to the provisions of this sectior ( ‘ 
any corporation organized under this section shall have wide discreti g 
the affairs of such corporation to carry out the purposes of this s¢ ) 

5. CAPITAL STOC} PROVISION Kach corporation organized under thi 
section shall have a paid-in capital and surplus equal to at least $5,000,000 befor: 
it shall commence business Each Federal Reserve bank which organiz a 
corporation under this section shall invest in shares of stock of corporatio 
in an amount equal to at least $5,000,000, or an amount Ww } en added to the 
amounts, if any, of shares subseribed by other Federal Reserve banks, memb« 
banks. nonmember banks, financial institutions, corporations, partnerships. or 


other persons, shall equal the sum of $5,000,000: and each Federal Reserve bar 
is hereby authorized, notwithstanding any other provisions of law, to invest 
the shares of stock of one or more corporations orgat ized nder this se etior 
Provided, That in no event shall any Federal Reserve bank invest in shares of 
corporations organized under this Act if as a result thereof it will hold an amount 
of such shares aggregating more than 2 per centum of the aggregate amount of the 


combined capital and surplus of all its member banks, or $5,000,000, whichever is 





\ 
greater. The shares of stock in any corporations organized under this Act sha 
be eligible for purchase by member banks of the Federal Reserve System, and 
each such member bank is hereby authorized, notwithstanding any other pro 
vision of Federal law, to acquire and hold an amount of such shares equal to 

more than 2 per centum of the capital and surplus of such member bank. Subject 


to the provisions of this section, any nonmember bank, financial institution 

corporation, partnership, or other person may acquire shares of stocl ln al 

corporations organized under this Act. Upon the demand of any member bank 
a Federal Reserve bank which holds shares of stock in a corporation organized 
under this Act shall, with the approval of the Board of Governors, sell to suel 
member bank all or a portion of such shares up to the amount which such member 
bank is authorized to acquire and hold under the provisions of this paragraph; and 
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a Federal Reserve bank holding such shares of stock may, with the approval of 
the Board of Governors, sell such shares to any nonmember bank, financial 
institution, corporation, partnership, or to any other person. The price at which 
such shares may be sold by a Federal Reserve bank under this paragraph shall be 
subject to the approval of the Board of Governors. The aggregate amount of 
shares in any such corporation or corporations which may be owned or controlled 
by any member bank, by any nonmember bank, financial institution, corpora- 
tion, partnership, or by any other person, or by any group or class of persons, may 
be limited by the Board in accordance with its general policies; and no one stock- 
holder, other than a Federal Reserve bank, shall at any time, without the approval 
of the Board in accordance with such policies, own or control more than 10 pe 


centum of the total outstanding shares of any such corporation. 





“6. Borrowine Power.—Each corporation shall have authority to borrow 
ry nev al d tO issue debe tures, bonds, promissory notes, or other obligations 
nder such general conditions and subject to such limitations and regulations as 


the Board of Governors may prescribe, but in no event shall any such corporatior 
issue Obligations which would cause the amount outstanding at any one time to 
exceed the amount of its paid-in capital stock and surplus. Notwithstanding any 
limitation contained in section 5136 of the Revised Statutes, each member 
is authorized to purchase and hold obligations of corporations organized 
this section in an aggregate amount not exceeding 10 per centum of such | 
capital and surplus. 

7. Drrect Loans.—Each corporation shall have authority to make or acquire 





loans with or without security to both small and independent business enterprises 


which are eligible therefor, or to purchase obligations of such enterprises. Suc! 


loans, purchases, or other acquisitions may be made either directly or in coopera- 
tion with banks or other lending institutions, through agreements to participate 
the purchase of participations, commitments to purchase, or otherwise, as 
the corporation may determine. 

“8. Eauriry Financinc.—Each corporation shall have authority to purchase 
and to resell to the issuer or to others, the income debentures, common or pre- 
ferred stocks, or other capital shares of small and independent business enterprises 
eligible under this section. 

9. AGGREGATE LIMITATION Without the approval of the Board of Governors, 
the aggregate amount of obligations or securities acquired or for which commit- 
ments may be issued by the corporation under the provisions of this section which 
exceed the sum of $300,000 for any single enterprise shall not exceed 33% per 
centum of the combined capital and surplus and maximum indebtedness of the 
corporation authorized by this section. 

‘10. Exrenstons.—(a) The loans of any national bamking association which 
are insured under this section or which are purchased by the corporation or for 
which a commitment to purchase is issued hereunder shall not be subject to the 
itations on real-estate loans prescribed in section 24 of the Federal Reserve Act 
as amended, 

“(b) Paragraph (2) of subsection (a) of section 3 of the Securities Act of 1933, 
as amended, is hereby amended by adding at the end of such paragraph the follow- 
ing: ‘or any security issued by or representing an interest in or a direct obligation 
of a corporation organized under section 13b of the Federal Reserve Act, as 
amended;’. Paragraph (3) of subsection (c) of section 3 of the Investment 
Company Act of 1940, as amended, is hereby amended by changing the period 
at the end of such paragraph to a semicolon and adding the following: ‘or any 
corporation organized under section 13b of the Federal Reserve Act, Aas ale rae r. 
Paragraph (4) of subsection (a) of section 304 of the Trust Indenture Act of 
1939 is hereby amended by changing the semicolon at the end of such paragraph 
to a comma and adding the following: ‘or any security issued by or representing 
an interest in or a direct obligation of a corporation organized under section 13b 
of the Federal Reserve Act, as amended;’. 

‘““(c) The corporation, its franchise, loans, and other assets, its capital stock, 
its surplus, its reserves, and its income, shall be exempt for a period of fifte« 
vears from the date of its charter from all taxation now or hereafter imposed b 

} 


rY 
i 





the United States, by any Territory, dependency, or possession thereof, or 
any State, county, municipality, or other taxing authority; except that any real 
property of the corporation shall be subject to State, Territorial, county, mu- 
nicipal, or local taxation to the same extent according to its value as other real 
property is taxed. 

“11. MisceLLaAngéous.—(a) Wherever practicable the financing operations of 


l ‘ 


the corporation shall be undertaken in cooperation with member banks of the 


RFC ACT AMENDMENTS OF 1951 13 


Federal Reserve System or with other banks of financial institutions, and any 
initial investigation and servicing required for loans or purchases of securities 
by the corporation under the provisions of this section may be handled through 
such banks or other financial institutions on a fee basis. 

‘“(b) The corporation may make use, wherever practicable, of the advisor 
services of the Federal Reserve System and of the Department of Commeres 
which are available for and useful to industrial and commercial businesses, and 
may provide consulting any advising services on a fee basis and have on its staff 





persons competent to provide such services. Subject to the ipervision and 
direction of the Board of Governors of the Federal Reserve System any Federal 
Reserve bank is authorized to act as a depository or fiscal agent for any corpora- 
tion organized under this section. Such corporations ma nvest funds not 
reasonably needed for their current operations in direct obligations of, or obliga- 
gations guaranteed as to principal and interest by, the United Stat 

C The Board ot Governors Is authorized to prescribe { lations, ! ] n- 
sistent with general policies established by the Council, go I e€ OF} 


of national investment companies and to earr 


in accordance with its purposes. 


d Fach corporation shall be subje ct to examinatio! mad Lire n of 
the Board of Governors of the Federal Reserve Svstem or a | iera Leserve 
bank designated by the Board by examiners selected or approved by tl 
the cost of such examinations, including the compensation of the examine to be 
fixed bv the Board and to be paid by the corporation exa 
corporation shall make such reports to the Board of Governors at such times 
in such form as the Board may require. 

‘(e) Should any corporation organized hereunder violate or fail to comply with 
any of the provisions of this section, all of its rights, privilege and franchises 
derived herefrom may thereby be forfeited. Before any such corporation shall be 


declared dissolved, or its rights, privileges, and franchises forfeited, any non- 
compliance with, or violation of this section shall, however, be determined and 
adjudged by a court of the United States of competent iT liction, in a s 
brought for that purpose in the district or Territory in which the principal of! 


f such corporation is located, which suit shall be brought by the United States 
at the instance of the Board of Governors of the Federal Reserve System or the 
Attorney General. 

f) Any corporation organized under this section may at ar e Wl he 
two vears next previous to the date of the expiration of its corporate existence, |} 

a vote of the shareholders owning two-thirds of its stock, applv to the Board of 
Governors for its approval to extend the period of its corporate existence for a 
term of not more than thirty vears, and upon certified approval of the Board of 
Governors such corporation shall have its corporate existence for su ext 
period unless sooner dissolved by the act of the shareholders owning two-thirds 
its stock, or by an Act of Congress or unless its franchise becomes forfeited as 
herein provided. 

g) Whenever in the judgment of the Board of Governor eM Feder 
Reserve System any person has engaged or is about to engag anv a ir prac- 
tices which constitute or will constitute a violation of any prov n of this sect 
or of any regulation thereunder, the Board may make application to the 
district court of the United States, or the United States courts of any Territ: 
or other place subject to the jurisdiction of the United Stat for an ord e 
oining such acts or practices, or for an order enforcing compliance with such pro- 
vision, and such courts shall have jurisdiction of such actions and upon a 


bv the Board that such person has engaged or is about to engage in an) 
or practices & permanent or temporary ] mction, restraining orde rr. OF-s 
order shall be granted without bond. 

““(h) Section 1014 of title 18 of the United States Code is amended by ins 


he phrase ‘or a corporation organized under section 13b of the Federal Res« 
Act’ after the words ‘Federal Reserve bank’. 

i) Notwithstanding this amendment to this section 13b, e Federal Reset 
bar KS, for a period of one vear following the effe "TIVE late of t S fre in 
shall continue to possess and have the right to exercise all authority 

on them bv the provisions of this section as it existed prior to the effe ive 
of this amendment. Nothing herein shall affect the power of any Federal R 
erve bank to carry out, or protect its interest under, any agreement or transa 
heretofore or hereafter made or entered into in carrying on operations pur UI 


ich authority. All or part of the assets held by any Federal Reserve bat 
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have been or may hereafter be acquired by it pursuant to such authority may be 
purchased by any corporation organized under this section with the consent of 
such Reserve bank. 

‘**(j) Within sixty days after the effective date of this amendment, each Federal 
Reserve bank shall pay to the United States the aggregate amount which the 
Secretary of the Treasury has heretofore paid to such bank under the provisions of 
this section as heretofore existing; and such payment shall constitute a full dis- 
charge of any obligation or liability of the Federal Reserve bank to the United 
States or to the Secretary of the Treasury arising out of subsection (e) of this sec- 
tion as heretofore existing or any agreement thereunder. The amounts repaid to 
the United States pursuant to this paragraph and any remaining balance of the 
funds set aside in the Treasury for payments under this section as heretofore 
existing shall be covered into miscellaneous receipts. 

‘“(k) Neither the United States nor any Federal Reserve bank shall have any 
liability with respect to any obligations entered into, or stocks issued, or commit- 
ments made, by any corporation organized under this section.’’ 


[S. J. Res. 44, 82d Cong., 1st sess.] 


JOINT RESOLUTION Providing for the termination of the powers and succession of the Reconstruction 
Finance Corporation 


Resolved by the Senate and House of Representatives of the United States of America 
in Congress assembled, That it is the sense of the Congress that the economic con- 
ditions which existed when the Reconstruction Finance Corporation was estab- 
lished and which such Corporation was designed to alleviate no longer exist. 
Such Corporation, having served the purposes for which it was created, should 
now terminate its activities and be dissolved. 

Sec. 2. (a) The first sentence of section 3 (a) of the Reconstruction Finance 
Corporation Act, as amended (15 U. 8. C. 603 (a)), is amended by striking out 
“June 30, 1956’’, and inserting in lieu thereof ‘June 30, 1951’. 

b) Subsection (f) of section 4 of the Reconstruction Finance Corporation Act, 
as amended (15 U. 8. C. 604 (f)), is amended by striking out ‘June 30, 1954”, 
and inserting in lieu thereof ‘June 30, 1951’’. 


MEMORANDUM ON BILLS PENDING BEFORE COMMITTEE 


On April 16 the committee directed the staff to examine bills pending before the 
committee dealing with the Reconstruction Finance Corporation from two 
aspects: (1) What provision is made for the administration of defense loans; (2 
what provision is made for winding up or liquidating the Reconstruction Finance 
Corporation. 

The RFC Act, as amended, contains the following provisions concerning the 
termination of the Corporation and its liquidation. 

1. Section 3 (a) grants the Corporation succession through June 30, 1956, unless 
sooner dissolved by an act of Congress. 

2. Section 4 (f) terminates the powers of the Corporation on June 30, 1954. 
This section would prevent new loan commitments being made after that date. 

3. Section 9 provides that if the powers of the Corporation under section 4 
terminate before the expiration of its succession under section 3 the RFC Board 
of Directors shall proceed to liquidate its assets and wind up its affairs. 

1. Section 10 provides that if at the expiration of the Corporation’s succession 
the RFC Board of Directors has not completed liquidation and winding up its 
affairs, the duty of completing that job shall be transferred to the Secretary of the 
Treasury. No definite time limit is set within which the Secretary of the Treasury 
must liquidate the Cerporation, but when he finds that liquidation is no longer 
advantageous to the United States and that all the Corporation’s legal obliga- 
tions have been met, he is to retire any outstanding capital stock, pay into the 
Treasury any unused balance of the RFC’s moneys and make a final report to the 
Congress. Thereupon the RFC is deemed to be dissolved. 

Keeping these present provisions of the RFC Act in mind, the following analysis 
is presented of bills now pending before the committee: 

S. 515, introduced on January 16 by Senator Fulbright, grants the Corporation 
succession through June 30, 1956, unless sooner dissolved by act of Congress. - 
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However, it terminates the lending powers granted to the Corporation on Ju 
30, 1954. It should be noted that in this respect the Fulbright bill is the same 


as the existing law. It is also the same as existing law in providing that up 
the termination of the lending powers of the RFC, the RFC Governor 
ceed to liquidate its assets and wind up its affairs Al | atter the expiration of 
succession of the Corporation this task is to be taken over by the Secretary of t 
Treasury. 
The bill makes no specific provision for defense loans, leaving this to be } 
under the provisions of the Defense Produetion Act of 1950 The bill make 
change in the present administration of the tin, rubber, and abacdé programs 
Senate Joint Resolution 44. introduced March 5 by Senator Kem Althoueg! 
this resolution would dissolve RFC on June 30, 1951, it d t amend section 10 
of the RFC Act. + ¢ onsequently the Secretary of the Treasur \ ad presumabl 


fall heir to the job to liquidating the RFC after that dat 

The resolution contains no provision which would save the tin, rubber, a1 
abaca programs from liquidation. 

The resolution makes no provision for defense loans now be handled in ps 
by the RFC. Of course, the Defense Production Act of 1950 vests this lending 
power in the President and permits him to delegate to any Government agency or 
corporation (except that he is not permitted to create anv new corporat ' 


S. 1123, introduced on March 14 by Senator Bricker Chis bill termi 
the sueceession of RE¢ and its power to make loans on J ine 30. 1951 res Li 
it leaves in effect section 10 of the RFC Act so that liquidation of the Corporat 


would be carried on by the Secretary of the Treasury 

Che bill, however, saves the tin, rubber, and abaedé programs from liquida 
by transferring them to the Secretary of Commerce to admini r 

It also amends the Defense Production Act of 1950 to remove from the President 
the power to make direct defense loans, leaving in him, however, the power to 


make provision for participations in the guaranties of defense loans. The bill 
does not limit the President’s power to delegate these functior t t it does speci 
the Secretary of the Interior, the Secretary of Agriculture, or the General Services 
Administrator as the effective agents through whom the President may make 
provision for Government purchases of metals, minerals, and other raw materia 


and for the encouragement of exploration, development, and mining of critical 
and strategic minerals and metals. 

S. 1116, introduced by Senator Byrd on March 14 for himself and Senators 
Ferguson and Williams. This bill dissolves RFC effective upon passage of the 
bill, but expressly recognizes the continued effect of section 10 of the RF¢ Act 
imposing upon the Secretary of the Treasury the duty of liquidating the RF¢ 
The bill also requires any unused balance of RFC moneys to be used exclusively 
for the reduction of the public debt. 

It further transfers the tin, rubber, and abaca programs to the Office of Defense 
Mobilization for continued administration 

The bill makes no express reference to defense loans ing 
to be handled by those whom the President may delegate under the Defer 
Production Act of 1950 

S. 514, introduced on January 16 by Senator Fulbright, deals only with the 
appointment of a single Governor in lieu of the Board of Directors of the RF‘ 

WiiiiamM F, McKenna 


apparently leay 


The CHarrmMan. The first witness will be Senator Fulbright, 
chairman of the Subcommittee on the Reconstruction Finance 
Corporation. 

Senator, if you will, proceed in your own way. 


STATEMENT OF J. WILLIAM FULBRIGHT, A UNITED STATES 
SENATOR, FROM THE STATE OF ARKANSAS 


Senator Futspricut. Mr. Chairman, I have a statement on the 
act itself, but before I start I would like to ask permission to insert 


at the end of my remarks a letter that I have just received from the 
Attorney General. I have not had a chance to thoroughly digest it. 
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It is with regard to the penalty on the taking-of fees, and so on, and 
he has a recommendation to make, and with the very brief attention 
I have been able to give it, about 10 minutes, it nevertheless appeals 
to me and I want to be sure it is included in the record. 

The CuHatrMAN. Without objection the letter from the Attorney 
General will be made a part of the record following the remarks by 
the Senator. 

Senator Futsriecut. If the Chairman will permit I would like to 
read this statement with regard to S. 515. 

The CHarrMan. Certainly. 

Senator Funsricur. This bill proposes a number of changes 
designed to strengthen the RFC Act by clarifying the Corporation’s 
responsibilities, and by improving its accounting methods and its 
financial structure. The bill has the further aim of strengthening 
the control which the people of the United States exercise through 
the Congress over the lending of public moneys to private individuals 
and business concerns. 

The principal change proposed by this bill is the substitution of a 
single Governor for the present Board of Directors of the Corporation 
and the elimination of that Board. 

Since the basic reasons for such a change have been so thoroughly 
discussed in the recent hearings on the RFC reorganization plan and 
have met with the approval of the Senate, I will not dwell on them 
further at this time. However, I will at this point submit my views 
to the committee in writing for inclusion in the record. 

I ask at this point that this statement be included on that subject. 

(The statement referred to follows:) 


The purpose of substituting a single Governor for the present Board of Directors 
of the Corporation and the elimination of that Board is to strengthen the manage- 
ment of Reconstruction Finance Corporation and in this way to enhance its true 
usefulness during the difficult periods which lie ahead of the Nation. 

During much of its existence, RFC operated successfully under the supervision 
of a Federal Loan Administrator, whose authority transcended that of the RFC 
Directors and who functioned, in practical effect, as the General Manager of 
RFC. In 1947, for the first time since 1939, the Board of Directors became the 
governing body in RFC. 

The position of Governor of the RFC would be a position of considerable 
responsibility. It should attract the interest of a man of adequate stature and 
background. Such a man would not be attracted by the prospect of serving as 
one of five directors with the strong possibility that his four colleagues would be 
of inferior stature and background. I am convinced that the organization struc- 
ture proposed in this bill will make it possible for the Government to take into 
its employ for this position, a leader who would not otherwise be willing to devote 
his efforts to the public service. 

\ single administrator has proven successful in such lending agencies as the 
Farm Credit Administration and the Rural Electrification Administration. 

The Hoover Commission, in its report on regulatory commissions, referred to 
this general problem when it said, quoting from page 5: 

‘Administration by a plural executive is generally regarded as inefficient.”’ 

The history of the surplus-property agencies affords an interesting analogy. 
In the words of the Senate Committee on Expenditures in the Executive Depart- 
ments, Eightieth Congress, ‘‘In actual operation, the three-man Surplus Property 
Board failed to accomplish its primary objective * * * The unwieldy three- 
man Surplus Property Board was therefore abolished and repiaced by a single 
Surplus Property Administrator.” 

For the past 2 years, the Board of Directors has been an entirely unsatisfactory 
vehicle of management for the important responsibilities with which RFC has 
been entrusted. 

The study which has recently been made by the Subcommittee on Reconstruc- 
tion Finance Corporation has shown that in a five-man board, it is possible for 
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the individual members to avoid their responsibilities by passing the buck from 
one to the other, or to subordinate employees of the Corporation. We have 
found instances in which individual members of the Board have brought about 
the approval of loans by interference in the work of subordinate emplovees and 
in disregard of established operating policies of the Corporation. In these cases 
the applications would otherwise have been rejected. We have found instances 
in which important loans were made upon the affirmative vote of a minority of 
the Board members. We have found a large number of instances in which the 
Board of Directors has approved the making of loans, over the adverse advice 
of the Corporation’s most experienced examiners and reviewing officials not- 
withstanding the absence of compelling reasons for doing so and the presence of 
convincing reasons for not doing so. 

Under the organization form proposed in this bill the side-stepping of respon- 
sibility would no longer be possible. If the management of RFC were vested 
in one man there would be no way in which he could escape the responsibility 
for the Corporation’s acts. This change should greatly strengthen the control 
which the Congress will exercise on behalf of the people of the Nation over the 
lending of public money to private individuals and business concerns 

With the enormous growth which has taken place in the Federal establishment 
since the beginning of the Second World War, there has been a considerable 
increase in the number of people who must be appointed by the President to 
important positions in the Government. The number of appointments which 
must be reviewed for confirmation by the Senate has also increased. Necessaril\ 
the relative importance of each appointment and the relative degree of high-level 
attention which can be given to the selection of officials has decreased, accord- 
inglv. In recent vears the appointment of the Directors of RFC has come to be 
regarded as a matter of little moment. 

I am convinced that the change proposed by this bill will enhance the prestige 
of the RFC management sufficiently so that the President wil! give his personal 
attention to the selection of the Corporation’s Governor. I am convinced also 
that the qualifications of a nominee for this position will be examined with con- 
siderably more care in the Senate than would the nominations of five men ap- 
pointed to a Board. This alone would justify the change proposed in this bill 
under the circumstances in which the Federal Government finds itself today 

Senator Futsricutr. The present bill, S. 515, seeks to strengthen 
the control over the activities of RFC by clarifying the responsibilities 
of the Corporation in three important respects. It eliminates those 
provisions of the present act under which the Corporation is enabled 
to share its responsibility for certain specific loans with other agencies 
of the Government, it reclassifies one important limitation imposed 
by the present act so as to clearly require that it be observed as a 
condition precedent to lending, and it imposes one new requirement 
as a condition precedent to the exercise of the lending power 

Under the present RFC Act the approval of the Interstate Com 
merce Commission and the approval of the Civil Aeronautics Board 
are required before the RFC can finally approve the making of loans 
to railroads and air carriers. The Civil Aeronautics Board is required 
by its organic legislation to accept the responsibility of granting such 
approvals. These circumstances impose on the Board the occasional] 
necessity that it make decisions which cannot possibly be objective 
decisions. If the Board has approved an RFC loan to a specific 
carrier it can scarcely avoid the granting of a sufficient subsidy to 
assure that the loan can be repaid. 

I interject, Mr. Chairman, that suggestion grew out of the exami- 
nation of the Northwest Airlines loan year before last. We discussed 
it at some length at the hearings. It was one of the first loans that 
we examined and this suggestion grew out of those hearings; so for 
background material I might refer the committee or anyone who is 
interested to the discussion and hearings on the Northwest Airlines 
loan. 








18 RFC ACT AMENDMENTS OF 1951 


This bill eliminates the requirement—— 

Senator Capenart. Will the Senator yield? 

Senator FuLpricut. Yes. 

Senator Capenart. This particular feature of your bill, of course, 
asks in this instance that the ICC or the RFC do something that we 
are not asking of private lenders; does it not? 

Senator FuLtsrieut. | do not quite follow that. 

Senator Capenartr. The law requires that the ICC approve all 
loans to railroads, to airlines, and so forth. In other words, if a 
large bank in New York ‘City were going to loan a railroad money 
or loan an airline money the ICC would have to approve it. What is 
the difference between this bank in New York City and the RFC? 

Senator FuLtsricur. First, let me say, I do not profess to be an 
expert on ICC or CAB. The way I understand it presently works, 
and I did understand in the examination of the Northwest Airlines 
case, that first the CAB certifies to the RFC that this loan is a sound 
loan. What happens, the part I object to is that when they certify it, 
as a eet tical matter in the past, the RFC has granted those loans 
and the CAB from then on feels it is bound to give whatever subsidy 
is necessary to pay the loan. You get a vicious circle in which, 
regardless of the efficiency of the operation, vou just get bigger and 
bigger subsidies. 

I think the Northwest Airlines loan is a good example of it. This 
committee and the Senators here participated in those hearings, and 
at least I was very critical of those operations then. The Senator 
will reeall about 2 or 3 weeks ago the CAB gave a tremendous retro- 
active grant of some $14 million, and that is all taxpayer’s money 
going into these operations to the Northwest Airlines, most of which, 
or a big part, is to pay off or help them service this loan. 

Senator CAPEHART. Senator, are they not under a moral obligation 
to do the same thing, let us say, to a bank in New York City, if they 
certify to the loan? 

Senator FuLtsricut. I say, I cannot comment on what the relations 
are with the bank. Ido not know what they do. In the first place, 
the bank is certainly a free agent, and my guess is the bank is able to 
protect its interest, or will do so better than the RFC will. You have 
a peculiar situation. REC really is not concerned about its money 
because it knows it is going to get it out of the taxpayer by way of a 
subsidy from CAB. I do not know how it works the other way. 

Senator Capenart. It works, I am certain, exactly the same. I[ 
do not see how the CAB can certify to any lesser or greater extent to 
RFC than they can and do to a large insurance company or a bank. 

Senator Futsricut. If they do, it is worse than I thought it was, 
because it all works out milking the taxpayer to keep up an inefficient 
operation. 

Senator Capenartr. Mr. Chairman, I would like to suggest that 
vou ask our staff to study that particular feature and give us a report 
on it. 

The Cuarrman. I shall do that. I will also say that I have to 
leave in a short while as we have the deficiency bill now pending in 
the Appropriations Committee. If anybody here is a member of the 
Senate Interstate Commerce Committee they know that Senator 
Johnson has had a long study made and that the CAB itself is inter- 
ested in this deficiency bill that we are going to write up today in the 
Appropriations Committee. It involves a large sum of money to 
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study further the problems of air-mail payments and do just what 
Senator Fulbright was talking about. These air-mail subsidies are 
not necessarily involved in loans from RFC but are tied around the 
Post Office Department operations. From what Senator Johnson 
has said, I think some $150,000 was used last year for these studies, 
and now the CAB is asking for $25,000 additional. 

Senator Caprenart. I think the Senator has a good point, but | 
think it works just the same in private institutions, and if it does it 
is even worse. 

Senator Futrricut. I want to say this, Senator, there is a lot 
wrong with this Government that ] am not undertaking to cure. All 
I am trying to do is to disassociate the RFC from a practice that I 
think is bad for the RFC and the taxpayer. It is not for me to sav 
what the Interstate Commerce Committee should do about the CAB 
and private loans. I did not feel it was in my jurisdiction to do 
anything about it, or the subcommittee’s responsibility, but I am con- 
vinced that this is the machinery by which a lot of money has been 
wasted. The very fact that no trunk-line airline company has been 
permitted to go broke in this country to me is pretty good evidence 
that, under a supposedly private-enterprise system, there is something 
wrong. That certainly never happened in any other major industry 
in this country. I am not expert in the field and I cannot pursue it. 

The CuarrMan. I do know something about that as a member of 
the Appropriations Committee. If the airline loses money, CAB 
pays it a subsidy. If it makes money, it does not get the subsidy. 

Senator Fu.sricut. I do not think that is a very good example of 
the private-enterprise system. 

Senator CapEHART. However, all we have to do is look in the mirror 
and we will find the answer, because Congress passes the law. 

Senator Futsrieut. Absolutely. All I am trying to do is dis- 
associate RFC from that practice. Thatisall lam tryingtodo. Itis 
a small part of the whole picture. 

The CHarrMan. If you lose money, you get a subsidy, and, if vou 
make money, you do not get it. 

Senator Capenarr. I] would just like to see if the relationship is 
not the same to private lenders as it is 

Senator Futsricut. It may well be. I do not know about it. 

The CxHartrMan. Will vou make a memorandum of that, Mr. 
McKenna? 

Mr. McKenna. Yes, sir. 

(The memorandum referred to follows:) 

AprRIL 30, 1951. 
Starr MEMORANDUM 


= 


At the hearing held on April 27, 1951, by the Senate Committee on Banking 
and Currency, you directed the staff to make a study of the organic legislation 
governing the Civil Aeronautics Board and the Interstate Commerce Commission. 
As I understand it, the purpose of the study is twofold. First, the committee 
wants to know how the organic legislation affects the proposal offered by Senator 
Fulbright to remove from section 4 (a) of the Reconstruction Finance Corporation 
Act, as amended, the requirement for approval (and in some instances certifica- 
tion as to the borrower’s ability to meet its fixed charges) by the CAB and the 
ICC before an RFC loan may be made to air carriers engaged in air transporta- 
tion under the Civil Aeronautics Act of 1938, as amended, or to a railroad engaged 
in interstate commerce, respectively. Second, the committee wishes an explana- 
tion of the functions, if any, performed by the CAB and the ICC, when loans 
are made to such air carriers or railroads by private financing institutions. 
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CONCLUSIONS 


1. In my opinion, the mere removal of the approval and certification require- 
ments from section 4 (a) (1) of the RFC Act, as amended, would still leave in 
effect somewhat similar provisions contained in the organic legislation of the 
CAB and the ICC. More particularly, section 410 of the Civil Aeronautics 
Act of 1938, as amended (52 Stat. 1003; 49 U. 8. C., sec. 490), empowers the 
Civil Aeronautics Board to approve or disapprove applications for any financial 
aid from the Federal Government to air carriers, and to prescribe terms and 
conditions of the aid. Section 20a of the Interstate Commerce Act, as amended 
(41 Stat. 494; 49 Stat. 543; 63 Stat. 487; 49 U. S. C., sec. 20a, and Supp. III), 
voids any security (except notes having a maturity of not more than 2 years) 
issued by a common ecarrier by railroad (as defined in the act) unless its issuance 
is authorized by the Interstate Commerce Commission. Section 4 (h) of 8. 515 
would repeal section 410 of the Civil Aeronautics Act of 1938, as amended. 
S. 515 appears to make no change in the provisions of section 20a of the Interstate 
Commerce Act, as amended. 

Approval of the CAB is not presently required for any loan made to an air 
carrier by a private financing institution. Section 410 of the Civil Aeronautics 
Act of 1938, as amended, applies only to financial aid requested from the Federal 
Government by air carriers. 

Approval of the ICC is required for securities of common carriers by railroad 
whether the transaction involves a loan from a private financing institution or a 
loan from the Federal Government. 

The repeal of section 410 of the Civil Aeronautics Act of 1938, as amended, 
would remove authority of the Civil Aeronautics Board to pass upon requests 
by air carriers for financial aid from any other agency in the Federal Govern- 
ment than the Civil Aeronautics Board. 

5. Such action would place in RFC the sole responsibility for passing upon 
applications for financial aid filed with RFC by air carriers. Section 4 (g) of 
S. 515 directs the CAB to make available to the RFC upon request reports, 
records, or information relating to loan applicants or borrowers from the RFC. 
6. Repeal of section 510 would place the CAB in the same position from the 
standpoint of lack of authority to pass upon Government loans to air carriers 
as it is now in with respect to private loans to air carriers. 

In the absence of change in section 20a of the Interstate Commerce Act, as 
amended, repeal of that part of section 4 (a) (1) of the RFC Act dealing with 
ICC approval or certification of RFC loan applicants will still subject such 
applicants to the requirement that the ICC must approve securities of rail 
carriers involved in the loan (except notes having a maturity of not more than 
2 years) before such securities are valid. In effect, the ICC under those condi- 
tions would retain a veto power over RFC loans to rail carriers under the juris- 
diction of the ICC, 

8. Such an arrangement would place such rail carriers under the same require- 
ment for approval by the ICC whether the proposed borrowing is from private 
or governmental sources. 

Section 4 (a) (1) of the Reconstruction Finance Corporation Act, as amended, 
presently reads as follows: 

‘Sec. 4. (a) To aid in financing agriculture, commerce, and industry, to encour- 
age small business, to help in maintaining the economic stability of the country, 
and to assist in promoting maximum employment and production, the Corpora- 
tion, within the limitations hereinafter provided, is authorized— 

“(1) To purchase the obligations of and to make loans to any business enter- 
prise organized or operating under the laws of any State or the United States: 
Provided, That the purchase of obligations (including equipment trust certifi- 
cates) of, or the making of loans to, railroads engaged in interstate commerce or 
air carriers engaged in air transportation as defined in the Civil Aeronautics Act 
of —? as amended, or receivers or trustees thereof, shall be with the approval 
of the Interstate Commerce Commission or the Civil Aeronautics Board, respec- 
tively: Provided further, That in the case of such railroads or air carriers which 
are not in receivership or trusteeship, the Commission or the Board, as the case 
may be, in connection with its approval of such purchases or loans, shall also 
certify that such railroad or air carrier, on the basis of present and prospective 
earnings, may be expected to meet its fixed charges without a reduction thereof 
through judicial reorganization except that such certificates shall not be required 
in the case of loans or purchases made for the acquisition of equipment or for 
maintenance.” 








RFC ACT AMENDMENTS OF 1951 21 


It should be noted that in all cases where the RFC proposes to make a loan to, 
or purchase obligations of, railroads engaged in interstate mame rece or air carriers 
engaged in air transportation, the approval of the ICC or the CAB, respectively 
is required. 

Certification regarding fixed charges is additionally required of the ICC or the 
CAB where such borrowers are not in receivership or trusteeship, except that no 
certification is required in the case of loans or purchases made for acquiring equip- 
ment or for maintenance. 

Originally the RFC Act merely required the ICC to approve or disapprove any 


’ 


loans made to rail carriers by the RFC. In 1935, the RFC Act was amended to 
require the ICC, in case it approved the loan, to certify that the carrier might 
reasonably be expected to meet its fixed charges. This extra requirement was a 
carryover from a provision in Section 15 of the Emergency Railroad Transporta- 
tion Act of 1933 to the effect that the ICC should not approve a loan to a carrier 
under the RFC Act, if the ICC held the opinion that the carrier needed financial 
reorganization in the public interest. Such a provision would deter Government 
loans to rail carriers needing financial reorganization. Equipment acquisitions 
and maintenance loans were exempted from the certificate requirement because 
it was felt such transactions helped to increase employment 

All during this period section 20a of the Interstate Commerce Act (originally 
added to that act on February 28, 1920) required approval of the ICC for any 
rail carrier to issue securities (except notes having a maturity of not more than 2 
years). That section is too lengthy to quote here. In general it calls for an 
investigation by the ICC into the purposes and uses of the loan proceeds. It 
allows approval only if the issue is for a lawful object within the borrower’s 
corporate purposes, compatible with public interest, and appropriate for the ra 
rower’s proper pe formance of service as a common carrier without impairil he 
earrier’s ability to perform such service. The ICC must further find t that the 
issue is reasonably necessary and appropriate. 

A reliable source within the ICC has stated that originally where a loan was 
approved by the ICC under section 4 (a) of the RFC Act, proceedings under 
section 20a as such were in effect suspended. Later on the RFC requested the 
ICC to authorize specifically issuance of securities of RFC rail carrier borrowers 
under section 20a to make the securities marketable. 

Section 410 of the Civil Aeronautics Act of 1938, as amended, reads as follows: 

‘The Board is empowered to approve or disapprove in whole or in part, any and 
all applications made after the effective date of this section for or in connection 
with any loan or other financial aid from the United States or any agency thereof 
to, or for the benefit of, any air carrier. No such loan or financial aid shall io 
made or given without such approval, and the terms and « oo litions upon whi 
such loan or financial aid is provided shall be prescribed by the Board.’ 

Section 410 of the Civil Aeronautics Act of 1938 followed the recommendations 
of the Federal Aviation Commission established by Congress in 1934. Part cf 
the Commission’s January 1935 report stated: 

‘*(14) Air lines should be made eligible, as railroads now are, for loans from the 
Reconstruction Finance Corporation upon suitable security. * * * In the 
present troubled state of the financial markets, it seems to be very difficult to 
secure credit for so novel an enterprise as air transport and one considered to be 
subject to such peculiar instabilities. * * * We suggest that the analogy of 
treatment of the airlines with that of the railroads should be developed by requir- 
ing that such loans should be subject to the approval of an aviation commission, 
if and when one may be created, but we recommend that the Reconstruction 
Finance Corporation should be empowered to make loans upon its own con- 
clusions in the meantime where emergency needs appear to exist.”’ 

However, section 410 failed to require the aviation commission to certify as to 
fixed charges of the borrower. In 1947, enactment of section 4 (a) (1) of the RFC 
Act remedied this failure by providing identical requirements for approval and 
certification by the ICC and the CAB as to RFC borrowers 


Wituram F. McKenna, Cour 
Senator Futsrieut. This bill eliminates the requirement for [CC 
or CAB approval of RFC loans and in this way it imposes on the 
Administrator of RFC, without qualification, the full responsibility 
for any and all loans made by the Corporation. 
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The bill also eliminates the requirement that the Secretary of the 
Treasury make certain certifications in connection with RFC loans 
to insurance companies. 

In order to provide that the Corporation will not be deprived of 
useful or necessary information by these changes, the bill contains a 
new subsection under which RFC is granted access to reports, records, 
and other information which may be in the possession of certain agen- 
cies of the Government, and which may relate to the condition of 
existing borrowers or applicants for RFC loans. 

In order to clarify the responsibility which the Corporation must 
accept when it makes a loan, the bill proposes a restatement of the 
grant of lending authority. It proposes that the Corporation be em- 
powered to lend public money only where it has first been determined 
by the Corporation that financial assistance is not otherwise available 
on reasonable terms and that a substantial public interest would be 
served. 

The CuarrmMan. What does the word “substantial” mean? I know 
what it means in the dictionary, but. how is it going to be interpreted? 

Senator Fu.tsricut. There has got to be some common sense ap- 
plied to all of these interpretations. 

The CHarrMANn. What must it show? Will 20 percent be substantial 
interest? 

Senator Futsricnutr. I do not think it reduced itself to percentage. 
What we had in mind, that is, in our hearings, we thought that the 
Board had granted loans where there was no public interest at all. In 
the former committee, the Buck committee in its report dwelt at some 
length on the requirement of the public interest. 

The requirement that financial assistance be not otherwise available 
is stated as a limitation on the lending authority in the present act. 
By its inclusion in the language w hich grants the authority this bill 
seeks to emphasize and thus to enhance ‘the significance of the limita- 
tion by clearly making it a condition precedent to the exercise of the 
authority. The limitation has been accorded inadequate recognition 
in the operations of the Corporation in recent periods. 

The present RFC Act does not require the Corporation to determine 
that a substantial public interest would be served by the making of 
any individual loan. During the hearings which were held by the 
Subcommittee on RFC in 1950, it became apparent that no great ef- 
forts were being made by the Corporation or by its Board of Directors 
to ascertain that a genuine public interest was served by the loans 
which were made. Many important loans have been made, in my 
opinion, in complete disregard of the public interest. 

The requirement that financial assistance be not otherwise available 
is stated as a limitation on the lending authority in the present act. 
By its inclusion in the language which grants the authority this bill 
seeks to emphasize and thus to enhance the significance of the limita- 
tion by clearly making it a condition precedent to the exercise of the 
authority. The limitation has been accorded inadequate recognition 
in the operations of the Corporation in recent periods. 

The present RFC Act does not require the Corporation to determine 
that a substantial public interest would be served by the making of 
any individual loan. During the hearings which were held by the 
Subcommittee on RFC in 1950, it became apparent that no great 
efforts were being made by the Corporation or by its Board of Direc- 
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tors to ascertain that a genuine public interest was served by the 
loans which were made. Many important loans have been made, in 
my opinion, in complete disregard of the public interest. 

Senator Scnorpret. Mr. Chairman, may I ask the distinguished 
Senator a question? Where we are talking about a substantial public 
interest being served, Senator Fulbright, do you think a strict con- 
struction of that would eliminate the establishment or the assist- 
ance—the establishing of an entire new business venture that might 
not have a historical background? In other words, we have had som: 
assistance granted to groups who have had some pretty good ideas. 
Would this preclude these people coming before the RFC? 

1 


Senator Futsricut. No. I find it extremely difficult to generalize 


about public interest. The only way, it seems to me, it can be dis- 
cussed intelligently is to take a specific case, any Cast and analyze 
o see whether or not vou think it has. It do ot lend itself to 
reneralization. Wi can use, and we did use, in the Bur k committ 
specific examples illust rating where we thought a p by lie ! rest 
involved. 

| might take LWo extreme cases how to ve vou whi i thu an 
easy case of public interest, the Glenn Martin Airplane Co. loan in 
\ hich vou had a combination of factors, the principal o1 ay th 
ereat interest of the Nation as a whole in preserving a manufacturin 
establishment both for the development of the peacetime aircrat 
industry, that is, a new transportation industry, and m quire- 
ments You had the combination of factors That ne thy 
think anvbody can see that there is publie interest of the whole N 
not just. the people who own stock in the Glenn Martin Co it 
unmaterial whether thev lose their investment or not In contras 
| will use the Saxony Hotel it did not make anv differen Ni 
happened to the financial aspects of that loan If vou did not ¢« ( 
Mir. aX the monev, wa! dif he had a hard time and should lose his 
hotel. the hotel would st il be there to serve Whatever interes 
public has in it. It would make no difference at all, int opinion, t 
that hotel or an other hotel that is already built, so I could see hardh 


any public interest in a loan which is purely for the refinancing of thi 
hotel. 1 can conceive of a case, ‘Wwe will say, in Los Alamos, mayb: 
where there being no hotel, no facilities, that may be vou could find 
case where vou could say there is a public interest. The Government 
has an interest, our defense effort has an interest in building a hotel 
which is not vet constructed under these circumstances. Those are 
the ways I know to approach it to see if vou can arrive in vour mind, 
in common-sense contemplation of a particular case, whether or not 
there is a public interest involved. 

Senator ScHOEPPEL. In other words, you would want that to be 
individualized. 

Senator Futsricut. It has to be. I know of no way to reduce the 
idea of public interest to general terms that vou can apply by rule of 
thumb. In each case we want the RFC and the Administrator to 
make a judgment on that question, 

Senator ScHorepre.. A recorded judgment. 

Senator Fursriegnt. Yes. They did not do that. You can 
obviously see from the record when we discussed the loan the Board of 
Directors had not even thought about the public interest involved. 
They tried to think of some public interest a year or 2 vears after they 
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had made the loan. They had not given it any consideration at the 
time they made it. ‘That is my own belief. We want them to make 
that determination as of the time they are considering the loan. We 
pointed out several cases, the Mapes Hotel, the Saxony Hotel, the 
Snake Farms, and this Texmass loan, and so on, where we felt there 
was no public interest whatever. This is the hardest question to 
analyze of any in the whole bill. 

Senator ScHOEPPEL. My concern was when I asked the question 
and got your views on it, of thinking in terms of some legitimate small- 
business interest that might have an idea or something there that 
might tie in and yet 

Senator Futspricur. You have to specify what it is. Suppose it 
related to the defense effort and suppose it was a new idea on the 
manufacture of gun turrets, or something. That is very different 
maybe it is some new idea as to how to run a night club. 

Senator ScHoEprEL. To my way of thinking, that latter example, 
in my book, is completely out. That is just silly. 

Senator Futsricut. That is right. I use it as an extreme illustra- 
tion. However, under the blanket participation program in 1946 they 
did make loans to night clubs, but I want to point out that that was 
under a program by which the banks made the loan and the RFC was 
merely participating, and then abandoned that program, as you know, 
after a year. But you have got to specify exactly what the business 
is before I could make an intelligent answer as to whether I thought 
there was a public interest involved. I do not believe anybody is 
capable of reducing that to general terms which are automatically 
applicable. It comes down, really, to a matter of judgment, common- 
sense judgment in the final analysis. 

[It is for these reasons that the bill proposes to require a specific 
determination by the Corporation that each loan made will serve a 
substantial public interest. Separately, the bill requires that the 
basis for such a determination be reduced to writing so that the 
records of the Corporation will contain a clear exposition of the reason- 
ing which prompted the making of the loan. Such a record is neces- 
sary if the committees of the Congress are to have a satisfactory 
accounting from the RFC in hearings held weeks after the loans are 
made. It should prove useful also in the annual audits made for the 
Congress by the Comptroller General of the United States. 

In order to clarify the responsibility of the Corporation’s Governor— 
I guess Administrator is the proper word, but we call it the Governor 
under the bill, if that is retainéd—the bill proposes to require that the 
Governor shall approve all loans in excess of $100,000. It proposes 
to require further that in those instances in which the Governor either 
grants a loan or denies it, against the recommendation of the Corpo- 
ration’s review board, he must record in writing his reasons for doing 
so. 1 think that is a very important provision there. 

The Subcommittee on RFC has been amazed to learn that many 
of the loans made by the RFC in the past 2 years have been made by 
the Board over the strong objection of its advisers and without the 
creation of any rec sag" of the reasons why the advisers were overruled. 
The testimony given by Board members in later justification of such 
acts has been unconvincing in e very imports int instance. 

The CuarrMan. You are talking about the Review Board. 

Senator Futsricur. That is right. 
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The CHarrMan. I just wanted to make that clear. 

Senator Futsricutr. We also in many cases 

The CuarrMawn. There are also advisory boards in the States 
themselves. I thought that anybody reading the record would under- 
stand that you were referring to the advisory boards within the loan 
agency districts in the States plus the Review Board. On every 
oceasion, I think, they recommended what the subcommittee thought 
was the right recommendation. 

Senator Futsriear. That is right. 

Senator CapeHart. For all practical purposes they have such a 
Board which is now called for within the reorganization, except they 
overruled it in many instances. 

Senator Futsricut. That is right. And they did not 
they overruled them. 

Senator CapeHarTr. That is a good feature. 

Senator Futsrieut. This requires them to say why. 

The CHAIRMAN. Surely. 

Senator Futsricutr. The requirement now proposed should bring 
about a considerable improvement at the highest level in accounting 
for the business decisions of RFC. 

The performance of the present review committee associated with 
the RFC office in Washington has been most encouraging to me and 
to the other members of the Subcommittee on RFC. This review 
committee is composed of five of the most seasoned loan examiners of 
the RFC. They have shown integrity and independence to an ex- 
ceedingly high degree and they have shown it consistent tly under 
circumstances which must to them have been most discouraging 

The review committee was created by the RFC many vears ago 
In recognition of its value, and to make certain that its inde a 
shall not be impaired by the events of any future period, the bill pro- 
poses that the continued existence of the review committee be required 
by statute. 

Another provision which will clarify the scope of the Corporatio! 
lending authority is one which refers to the maximum maturity 
the reps _— of RFC loans. Under the existing law the Corporation 
may make business loans for a period of 10 years and no longer. The 
clear intent of this provision was that the Government wishes not to 
place the resources of the public at the disposal of private individuals 
or private enterprises for more than 10 years in any one ins 
But the law has not been interpreted in this way. 

The $15 million loan to Texmass Petroleum Co. was earmarked 
the extent of about 81 percent for the repayment of existing debt. 
[It was a bail-out, and exce pt for the fact that it eased the debt repay- 
ment terms which then existed, it added little to the borrower's 
repayment ability. In the opinion of expert geologists, the circum- 
stances in which the borrower found himself were such as to prec ‘lude 
repayment of the loan in the 10-year period provided by the resolution 
of RFC Board of Directors. 

Senator ScHorpreL. Mr. Chairman. 

The CHarrMAN. Yes, Senator Schoeppel. 

Senator ScnorerpPen. Purely for the record, is it not a fact that the 
Securities and Exchange Commission’s determination on this loan was 
really against the approval of this loan from every practical stand- 
point? Is not that the case? 


say why 


iS 


f vw 
LOT 


tance. 
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Senator Futpriext. Yes. 1 would say that much of the informa- 
tion we obtained was through the SEC. They did not make a 
determination of approval, but they made the applicant state in his 
prospectus that there was no value to the securities, as they were to 
be issued, which is as far as they are authorized to go, and that is just 
what they said, that there was practically no value to the securities 
being issued under that application. 

Counsel for RFC advised the Senate subcommittee that under the 
law it was not necessary for the Corporation to determine how the 
loan would be repaid. Repayment by liquidation of the borrower's 
enterprise at the end of the 10-year period, in the opinion of the 
counsel, would meet the requirements of the present RFC Act. The 
requirements would be met also if the repayment were made from the 
proceeds of a new loan negotiated at the end of 10 years even if the 
new loan should be an RFC loan. 

This bill proposes that loans shall not be made unless there is 
reasonable cause to believe that they ean be paid with interest within 


10 vears, either from the borrower's earnings or through other means, 
excluding liquidation, contemplated at the time the RFC loan was 
approved. ‘This provision imposes no hardship. It would merely 


require that the plans of financing in which the Corporation engages 
be complete and orderly plans, and not haphazard plans based on the 
hope that unforeseen circumstances will ward off future problems. 
This should strengthen congressional control over RFC 

\nother provision of this bill which will strengthe ‘n the contrel over 
REC is the provision that there be a public docket of loan applications. 
This, I think, is one of the most important of the provisions in the bill 
for the purposes that we have been concerned with. 

This docket will be available for public inspection during the Cor- 
poration’s regular business hours, both in Washington and in other 
cities in which the Corporation maintains offices. Without delav, 
upon receipt of applications, the Corporation would be required Lo 
po in this docket: 

. The name of the applicant and, in the case of corporations, the 
names of officers and directors 

The amount and duration of the loan applied for. 

The purpose for which the money is to be used. 

+. A description of the security offered. 

5. The names of all persons who shall represent the applicant, or 
who shall intercede for him, or who shall attempt to influence the 
REC in any manner in the exercise of its judgment in connection with 
the application, 

Senator Capenartr. Will the Senator yield? 

Senator Futsricur. Yes. 

Senator Capenartr. Do you not think we might well require that 
that information be published i in the Federal Register? 

Senator Futsricur. | had not thought about that. I would have 
no objection, but I think if it is available to the press it will be all the 
publicity you need. The trouble has been that the press was simply) 
refused any access to the information. I would not object to it. 
| have a feeling 

Senator Capenart. The Federal Register is a point to which people 
go to get specific information. I see no reason why it should not be 
published in the Federal Register. 
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Senator Futsrieut. I do not know, Senator, it might be an awfully 
bulky and burdensome job to have all of that in, and it has already 
gotten so big that I do not think anybody will read it any more. I 
have no objection. It is purely a practical matter whether that 
would contribute to better publicity. 

Senator Capenart. I shall offer an amendment to your bill to 
require that it be printed in the Federal Register. 

The CHarrMAN. Would you require the docket you suggest regard- 
less of the size of loan for which application is made? Some applica- 
tions will involve $25,000 to some firms. Would you have to have 
that application in the docket? 

Senator Futsriaut. As far as the Register is concerned, that is 
what occurred to me as the bulk of it. 

The CuarrMan. As the law is now administered, applications for 
loans under $100,000 are handled in the loan agencies so to speak. 

Senator CapeHart. We might limit printing in the Federal Reg- 
ister to all loans above $100,000. 

The CuHarrMAN. Do you not mean we might omit all loans below 
$100,000? 

Senator CaAPEHART. Yes. 

Senator Futsrigur. Of course, if you did that you would certainly 
confine it into reasonable dimensions. 

Senator Capenart. Then post within— 

Senator Rosertrson. Mr. Chairman, if we are going to consider 
an amendment of the right kind the staff should give us an estimate 
of that it would probably cost each year. It could run into a very 
large sum. 

Senator FuLBricHT. Yes; and it does seem to me that the press—— 

The CuarrMan. I would suggest this further, that the staff obtain 
an estimate on the cost of printing in the Register a docket on loan 
applications over $100,000. There has not been much criticism, to 
the best of my knowledge, by either the subcommittee or the Buck 
committee or this committee, of any small loans. ‘The main criticism 
has been of these big loans made by overruling the Review Board. 
On these small loans they usually have to have the approval of the 
local advisory board. That is correct, is it not? 

Senator Futsrient. Yes. 

The CHarrRMAN. So I think we ought to consider both ways, appli- 
cations for loans over $100,000 and the whole thing, because I do not 
see myself making publication in the Register applicable to loan 
applications under $100,000. 

(The memorandum referred to follows:) 


STarr MEMORANDUM 


During the hearing held by the Committee on Banking and Currency un 
April 27, 1951, concerning bills amending the Reconstruction Finance Corpora- 
tion Act, the staff was directed to obtain an estimate of the cost to the Govern- 
ment of printing in the Federal Register an RFC application docket such as that 
which Senator Fulbright suggested that RFC keep available for public inspection. 

On the basis of information to be handled in such a docket, the RFC personnel 
handling business loan applications estimate that each business loan application 
would require 15 to 20 lines of print in the Federai Register. 

For the fiscal vear ending June 30, 1950, RFC received applications from 13,086 
business enterprises. Using this figure as a guide, on an annual basis publication 
of the application docket would require from 196,290 lines to 261,720 lines in the 
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Federal Register. At 240 lines per three column page, this is the equivalent of 
818 to 1,091 pages. 

The Government Printing Office estimates that this would represent a total 
cost to the Government of $50 per page, making a total cost of $41,000 to $55,000 
per year. If dockets were published for loans of $100,000 or more, the cost 
would be between $5,400 and $7,200 per year. 

Wituiam F. McKenna, 
Counsel. 


Senator Roperrson. I heard a statement yesterday that some 
experts employed by the RFC should find out why their publicity is 
so bad and report it to the RFC; that their business consisted of 
handling the financial cats and dogs that the banks would not touch. 
1 understand you propose that when a corporation whose assets at 
the time they make the loan are possibly less than their liabilities, in 
other words, under the definition of the bankruptcy law, that they 

ire insolvent, they have got to advertise that fact to the whole world, 
and they apply for some assistance which with good management 
might pull them out. If they advertise their insolvenc y they invite 
all the creditors to take judgment against them right now or else 
throw them into bankruptcy, because if as I say they are temporarily 
insolvent and are subject to being thrown into bankruptcy. 

Senator Futsrigur. Of course, as | interpret the existing law 
and the law proposed, the RFC is not authorized to make any loans 
to bankrupt firms. I do not see it is a matter that will ever arise, 
unless you have something entirely unorthodox or illegal or improper 
going on, but on any proper application of the law such a firm is not 
a proper applicant for a loan. 

Senator Roperrson. Then you do not agree with this alleged 
report from RFC that they dealt with financial cats and dogs. 

Senator Futsricur. I have not seen the report. 

Senator Ropertrson. The report was suppressed, according to the 
newspapers. It was not released. 

Senator Futsricut. What report are they talking about? Are 
you talking about the Gene Kelly report? 

Senator Ropertson. That is right. 

Senator Futsricut. Well, he is the man, as you know, they hired, as 
I understood, right at the last moment before our hearings. I thought 
he was hired to seek what is called better public relations. 1 did not 
know he was hired for a serious analysis of the RFC business. In my 
opinion, it was not his purpose, and I would doubt very se ‘riously that 
it is a competent report upon the basic operations of RFC He was 
an ex-newspaper man who was seeking to present the board in a little 
more favorable light to the public. 

Senator Ropertrson. He was not competent to make an analysis? 

Senator Futsricur. | would not think so, and I have not seen the 
the report, but 1 know now what you are talking about. Mr. Kelly 
was down there, I think, for 10 days and undertook to analyze the 
troubles of the RFC. I have not seen the report. It may be all 
right. 

Senator Rorerrson. Well, we have some radio commentators that 
analyze our farm programs, and in 15 minutes they tell the people 
what they ought to believe in. 

Senator Futsricur. Unfortunately, the people believe it, too, do 
they not? 

Senator Roserrson. From the letters I get they apparently do. 
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Senator Futsricut. I have not seen Mr. Kelly’s report, but I did 
not think from the questioning and from the way it arose in our com- 
mittee that it was designed to make recommendations on the basic 
operations of the RFC. I thought he was hired to help the board of 
directors who were at that time 

The CHarrMan. That is what he testified to in the subcommittee. 

Senator Futsrient. In 1949 RFC lent $44 million to Kaiser-Frazer 
Corp. after protracted secret negotiations. I want to say this, that 
this was not the only one, they are all secret, I only use it as an exam- 
ple, first, because it was the first case that irritated me very substan- 
tially with the way the RFC not only was secret from the public, but 
as chairman of the subcommittee it was secret to me, because we were 
holding hearings with the board of directors frequently during that 
summer and they never once mentioned that there were any negotia- 
tions proceeding with Kaiser-Frazer. I do not want to put it in any 
special light because what I say about Kaiser-Frazer could be said 
about all of the loans that they negotiated during this period. 

After the loan had been made there was considerable controversy 
about it, and the public interest which it served was seriously ques- 
tioned. It would have been helpful to the RFC directors if the arcu- 
ments pro and con had been at its disposal when the loan was under 
consideration. Early in December 1950, an additional $25 million 
loan was made to Kaiser-Frazer Corp. The negotiations for this 
additional loan were also conducted in secret until the point had been 
reached at which public discussion could add little value to the 
negotiations. 

| want to say that in both cases I personally disapproved of the 
loan and was very critical of this whole operation in regard to Kaiser- 
Frazer. 

This loan was crammed through the RFC in the final days of nego- 
tiation with great confusion and little objective argument. One of 
the principal arguments for the new $25 million investment was the 
contention that it improved the quality of the existing $44 million 
investments. This is a process which could go on indefinitely. 

Senator Caprnarr. Would the Senator yield? 

Senator FuLspricut. Yes. 

Senator Carenart. Do you think we might well require that 
loans, say, of over $100,000 or over $500,000, that some method 
would be adopted whereby the public would be notified in advance 
to give anybody the right to come in and be heard either for or against 
the loan? 

Senator Futsricut. That latter provision, it seems to me, might 
entail an unwieldy and impossible administrative problem. I think 
that giving the press access to the information would be a tremendous 
safeguard, and then anybody that is seriously concerned about it or 
knows anything about it will know, and he can either present it 
directly to the RFC, to his Senator, Congressman, or any one of 
several things he could do. But to require to hold hearings, and so 
on, to hold it up, it seems to me would make it impossible to adminis- 
ter. It is open to them to do it if they know about it. 

Senator Capenartr. That is the point. 

Senator Futsrieut. It would be under a provision of 5S. 515. 
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Senator CAPEHART. Some system whereby the people would know 
that a loan was under consideration and give them the right to be 
heard either for or against it. 

Senator Fuusrieut. If it is published that John Doe has made an 
application for $1 million, anybody that knows anything about it 
can write, and he has the right now, he can write either to you or to 
the board or to anybody. 

Senator Capenart. He would be more likely to do it if the law 
gave him that right. 

Senator Futprient. If he requests this committee, this committee 
is here permanently. We are always available, and if anybody ser- 
iously wants to raise the question, we could hold hearings. The 
trouble has been that the press could not know about it. 

Senator Rosertson. Is there anything, Senator, in your bill that 
gives any Cabinet officer the right to look at any of these loans and 
express views on them? 

Senator FuLsriest. Are you referring to the loan policy board in 
the reorganization plan? 

Senator Ropertson. Yes. 

Senator Futsricut. The theory of the loan policy board is that 
they do not pass upon individual loans. They are to coordinate 
particularly the fiscal policy of the Government. 

Senator Ropertson. Who is going to be on that board? 

Senator Futsricut. The loan policy board? 

Senator Ropertson. Yes. 

Senator Futsricut. It is going to be the Secretary of the Treasury, 
Secretary of Commerce, the Administrator and Administrator’s 
deputy and a fifth member whom I had anticipated would be the 
Chairman of the Federal Reserve Board. However, as to the last 
he would be designated by the President. 

Senator Ropertson. Is that in keeping with the views expressed 
by Mr. Symington yesterday, that RFC should be an agency different 
from any other agency, and the President or nobody else in the 
executive department should have anything to do with it at all? 

Senator Futsricut. | did not say have anything to do with it 
at all. I said that he should have full—— 

Senator Ronertson. They are political appointees, are they not, 
the Cabinet? 

Senator Futpricut. Yes. 

Senator Ropertson. If they are going to be in there in any capacity 
do you mean to say that is se parated from all political pressure of 
any kind? 

Senator Futsricut. I am afraid I did not follow the argument of 
the absolute in any of these relationships. I do not think there is 
any such thing as absolute purity in any governmental activity. 
[t is a matter of degree. 

Senator Ropertson. Well, you have a clear and radiant mind, and 
[ think you can follow me on this, that you have already developed so 
many safeguards and so many pitfalls that may still be left there, 
that the easiest thing to do would be just to abolish it. 

Senator Funsricur. That is true. I think the easiest thing to 
do is abolish the Government altogether. I think it would be a lot 


easier if we could abolish the Senate. The Senate is an awful lot 


of trouble to operate, is it not? 
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Senator Ropertson. The Senate is very necessary. 

Senator Futsricur. It is a little trouble to all of us, and it would 
be easier if—but unfortunately, or fortunately, depending on your 
point of view, we have decided it is better than having a fuhrer. 

But whether or not it is hard to operate or whether or not there may 
be some abuse of the powers is not particularly important about its 
continuation. The question as to its continuation is whether or not 
it performs a useful public function. If that is a useful one then we 
can expect difficulties to accompany it. I do not know any easy way 
to operate any branch of the Government. 

Senator Ropertson. When you say “useful public function,” 
you mean within the framework of the ets ‘rican system of free and 
competitive enterprise? 

Senator Futsricut. That is right. I think that is the point to be 
discussed. If it does not perform such a function it ought to be 
abolished, whether or not it is easy or hard to operate. 

Senator Rospertson. And we have to analyze the testimony to be 
presented here when you finish, that under a system of free and com- 
petitive enterprise, the banks have all the money that industry needs 
with which to function. 

Senator Fu.tsrieut. I think the banks have in a big part of the 
country. I think in my State they do not have, because for 100 
years my State has been exploited by the northeast interests of this 
country. All the money we should have had to operate our own 
industries is now reposing in New York and Boston and Philadelphia 
and Pittsburgh, and some in Virginia. Virginia has made great 
progress in the last few vears and has become so prosperous they can 
finance their own industries. 

Senator Ropertson. Thanks for the compliment. 

Senator FuLsricur. I want to give the Senators from Virginia 
much of the credit. 1 think you and the distinguished senior Senator 
from Virginia had a lot to do with it. They have been very influe ntial 
people in this Senate and they have been very — ‘ntial in their own 
State government. Much of our trouble we are to blame for in my 
State. I am quite willing to accept that. 

Senator Rosertson. | do not agree with the senior Senator from 
Texas. When I made my first trip out to Hot Springs, it took me 
down the Arkansas River wheré you have a fine bridge. It used 
be a quarter. He said in the early days they had a sign there that 
said “This way to Texas,’ and he said those that could not read 
settled in Arkansas, but I do not believe that. 

Senator Futsricut. There may be some truth in what the Senator 

says. That is all the more reason why an area, which has been 
e exploite d by those who had the advantages of the University of Virginia 
and the great traditions of Jefferson, should be permitted to have an 
opportunity to share in the more progressive movements in this 
country. I do not quite see why the Senator from Virginia wishes to 
deprive a State like Arkansas of any opportunity to develop itself. 

Senator Roperrson. On the contrary, | have as much confide nee 
in that State as 1 have in its representative here, the two of them from 
Arkansas. They know what is good for their State. 

Senator Futsricut. We are struggling to learn to read, anyway, 
and I hope that after 1 have been here as long as the Senator from 
Virginia that I may have some influence in this body and maybe 
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ean preserve some agencies that can help us make progress. I will 
say this, that the State of Arkansas in the last 10 years has made 
more progress, economically, than it has made in the preceding 50 
years, and | think the RFC has been a material part of that picture 
because it has made available capital to a number of small enterprises. 
I believe the largest loan that has been made is $550,000, but there 
have been a large number of small loans, and the record of repayment 
is excellent. They have not lost any money on their operations in 
Arkansas. None of these big loans that you have heard us complain 
about have arisen in that State, because in the first place there are no 
industries large enough to require such loans, I suppose. 

Senator Robertson. Not even a squirrel coat, much less a mink. 

Senator Futsrieutr. That is right, but I think the RFC has made 
a great contribution to this State. Anyway, a combination of cir- 
cumstances has raised the per capita income of that State from 
around $254 up to $800 in the last 10 vears, and that is quite a record. 
It has made a more rapid increase, relatively, than nearly any State. 
Of course, it is true we had further to go, and we are still next to the 
bottom and we are still less than one-half the national average, but 
it will not do the rest of the country, including Virginia, any harm 
to have Arkansas self-supporting and have it a little more prosperous 
than it has been. I do not think that will hurt you or any other 
part of the country. 

This agency, as I can see it, has no particular function in New 
York and Boston, and so on. There is plenty of capital there for 
any legitimate enterprise. There simply is not in Arkansas, and 
there is no question about it. There are no large financial institu- 
tions in that State. There are none that are large enough to serve 
or entertain a reasonably large loan. The largest financial institu- 
tion in the State is between $50 or $60 million total assets, and there 
are only one or two of those. The rest of them drop down to very 
small proportions and they are not equipped under reasonably sound 
banking prine iples to occupy the position RFC does. 

Senator Caprenarrt. I shall offer an amendment to your bill to set 
up a three-man board, doing away with the Administrator and the 
Deputy Administrator. 

Senator Futsricut. I anticipated the Senator might do that. 

Senator Caprenart. I also gather from what the Senator has just 
said, it would not hurt his State. I will also offer an amendment to 
the bill limiting any loan to not to exceed $500,000. I may make it 
more or less than that, but I gather from the Senator’s comments a 
moment ago that anything up to $500,000 would take care of his 
State. 

Senator Futsricur. I think so. I do not want to make this just 
my State. The conditions there are quite similar to Mississippi, 
Alabama, and South Carolina and Georgia, through that whole area 
That has been the Colonial area of the United States. It is gradually 
being integrated. 

Senator CapenartT. Would you have any objection to limiting the 
loans to any individual up to $500,000? 

Senator Futsricut. I do not think so. I would object to your 
first proposal very strenuously, to the three-man board, but I believe 
I would be willing to accept your limitation. 
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Senator Carpenart. That would be a revedving thing, you under- 
stand, more than $500,000, the 2y could get. another $100,000 if the Vv 
needed it, and it was justified, but limit oe RFC to any individual or 
corporation to not more than $500,000. 

Senator Funtsricutr. I am inclined to think I would. The argu- 
ments for the other view would certainly not arise from any interest 
I would have, being a oe from Arkansas. You might run into 
questions of a loan like the Glenn Mi artin Co. loan, that is, the big 
national defense loans which somebody is probably going to make. 
Maybe vou think someone else ought to do that. But that is a 
matter entirely different from this. 

Senator CapenartT. You understand this would not apply to any 
loans that RFC may be directed to make as a result of the 1950 
Defense Production Act. That is an entirely different matter. 

Senator Futsricutr. Just on your straight business lending pro- 
gram you are thinking of. 

Senator Capenarr. Yes. 

Senator Futsricur. The RFC does not have to make the loans. 
They are not directed to do so. 

Senator Capenartr. The President has designated that it is one of 
the loaning agencies under the Defense Production Act. 

The Cuairnman. But RFC was not directed to make defense loans 
unless the loan application was certified by the so-called delegate 
agency. 

Senator Capenartr. We are talking about business loans. Of 
course, | will also offer = amendment to prohibit REC from making 
any direct loans at all, but rather set up a svstem where they guaran- 
Lee a portion of the loans made by banks. How would that affect 
your scheme? 

Senator FuLtprieutr. Of course, as I take it, vou are seeking to 
make 

Senator Capenart. RFC a guaranteeing agency somewhat similar 
to FHA, but not to that extent 

Senator Futsricutr. | told vou sometime ago, I believed that that 
might be a solution. Lam not sure. I think we ought to have testi- 
mony and some examination on that proposal, but | would not want 
to say definitely at this time what position—lI certainly have an open 
mind. Tam not sure whether 1 will not agree with the Senator. 

Senator Capenarr. That “ why I am bringing up all of these 
things and what I propose to do so We may question witnesses about 
them. 

Senator Futsricur. | wondered if this is not a good suggestion on 
that latter proposal, that that be presented really as a bill, setting out 
in detail, so that it can be submitted for study to people who are much 
better verse din this whole maiter of credit. For ex: umple, the Federal 
Reserve Board, and maybe the attorneys for FHA and others. I think 
it requires some serious study as to the mechanics of how that works. 

Senator Capenarr. Well, vou agree with me that if the RFC made 
no direct loans but participated with local banks that it would have 
eliminated 90 percent or more of the grief we found within RFC? 

Senator Futsricur. Well, | would not want to give a quick answer. 
You know the blanket participation program that went on for a vear 
and a half resulted in a larger percentage of losses, more bad loans, 
percentagewise, than any program, I believe. 
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Senator Capenart. I believe it was because the RFC never took 
a look at it. 

Senator Fu.tsricut. That is right. What I mean, it raises a ques- 
tion that requires study. You cannot just turn the banks loose and 
say you will take them off. 

Senator Capenart. I would never propose a blanket loan. I am 
thinking they must approve them, but local banks would handle all 
the details. 

Senator Futsricut. The servicing of it. 

Senator Capenart. The originating of the loan, and so forth. 

Senator Futsricut. I think such an approach has _ possibilities. 
The way I think it ought to be done, though, is that a bill introduced 
and submitted to very careful analysis and study and then submitted 
for action, and I would not be surprised that I might support such a 
bill. I just do not know enough about it at this time. I have had 
my hands full with all of these other things. 

Senator Capenart. We might run up against some situations in 
respect to it that might make it undesirable. 

Senator Futsricur. Well, the former Chairman of the Federal 
Reserve Board is: going to testify. He ought to know something 
about this approach. They have thought about. it. They have a 
huge staff down there with experts in this field who might have devel- 
oped some theories. I, simply, I am frank to say, have not pursued 
that enough to have any firm views on that particular aspect of it. 

Senator Rospertson. Do the laws of Arkansas permit an operating 
mortgage? 

Senator Futsriext. I do not know what the Senator means. 

Senator Ropertson. An operating mortgage is different from a 
normal mortgage in that when you get a loan under the normal 
mortgage you have to specifically describe the property, and if you 
give the owner of that property the right to dispose of it and convert 
it into some other type of property you lose your loan. Under an oper- 
ating mortgage you get a mortgage he can operate and you have a mort- 
gage on all of the inventory, but he can convert that inventory. Let 
ussay it isa tannery. He buys the hides and you get a mortgage on it, 
as soon as the dry hides and green hides come in, then they convert 
it into leather and you get a mortgage on the leather. Then he sells 
that leather and invests the proceeds into some new hides. Then the 
mortgage applies to the new hides. That is called an operating mort- 
gage, and while a bank participates 

Senator Futsricutr. Here is a young lawyer from my office 

Senator Capenart. Do you not have to substitute collateral 
you go along in the process you just described? 

Senator Robertson. No, you have to substitute what the colored 
man in Virginia calls the “squivalent.””. When he took insurance on 
his house and the house burned down and he wanted a new house 
because he had a chance to get a new house and the smart insurance 
agent said, “Oh, no, under the terms of this policy we can give you the 
equivalent, and we are just going to repair this house for you.” 
Then the next insurance agent wanted to sell him insurance on his 
wife and he said, ‘‘No, sir,” he said, “If my wife dies and you said, 
‘We won’t pay you the money, we will give you the squivalent,’ I 
don’t want no squivalent.”’ 
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The CHarrMaANn. Gentlemen, these jokes are very nice, but we have 
a lot of work to do. 

Senator Futsrieatr. If the Chairman will permit me to continue, 
I will finish this very quickly. 

The CHatrMan. Please continue. But Mr. Eccles has been waiting, 
and as vou know we have to continue in the Senate with this agricul- 
ture bill and there are certain people in Arkansas interested in it 

Senator Futsricgur. Mr. Chairman, | only wanted to point out 
that Mr. Eecles is supporting the views of the Senators from Virginia, 
and it is the Senator from Virginia who has delayed my proceeding 


The provision regarding the publication of names of intermediaries 
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favored parties. The application of this provision should greatly 
strengthen the hand of the Governor of RFC and make it possible 


for him to maintain the Corporation’s integrity and independence 

Senator FuLtsrientr. The bill contains a new section which will 
prohibit the employment of REC people by horrowers within 2 vears 
after the borrowers have obtained financial assistance from the RFC. 
There have been a number of instances recently in which REC offi- 
cials have accepted employment under very attractive terms with 
borrowers who might not have been able to obtain their loans had it 
not been for the efforts of these people. 

Mr. John Hagerty took a $30,000-a-vear job as agent for the trustees 
of Waltham Watch Co. less than a week after the final negotiation of 
the conditions on which the RFC loan to Waltham was made. Mr. 
Allen Freeze recently took a $25,000-a-vear job as vice president of 
Texmass Petroleum Co. This was done as soon as possible after 
completion of the negotiations of the RFC loans to Texmass. In 
Mr. Freeze’s case employment was delaved considerably by the re- 
luectance of the directors to give it their approval. Although Freeze 
was employed in the Office of the RFC Controller and therefore had 
no official connection in the lending activity, he was nevertheless 
very active in connection with the loan application and, particularly, 
with the preparation of material offered by RFC in justification of its 
decision to make the loan. 

A bill to enact the prohibitions proposed in this bill was submitted 
to the Senate as S. 1871 on July 11, 1949. It was adopted by the 
Senate but failed to receive the approval of the House of Representa- 
lives. 

This bill proposes a substantial revision in the financial structure 
of RFC. At the present time RFC has a capital fund of $100 million 
provided by the Treasury and it has the authority to borrow what- 
ever other moneys are required. It has always had borrowing au- 
thority. In response to a recommendation made repeatedly by the 
Comptroller General of the United States, and in response to the 
same recommendation made by the Hoover Commission Task Force 
on Federal Lending, this bill proposes to eliminate the capital fund 
and to terminate the borrowing authority. The Corporation would 
be financed instead by a revolving fund placed at its disposal by 
appropriations. This fund would be held by the Treasury and moneys 
would be advanced to the Corporation from it as requested 

Under this bill the Corporation would repay its present capital and 
borrowings as soon as the revolving fund would become available. 
In recognition of the costs incurred by the Treasury in making the 
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funds available, the Corporation would make annual payments de- 
termined by applying an interest rate to the average monthly balance 
invested in the Corporation. 

The bill does not refer to those payments as interest payments but 
rather it considers them to be payments made in recognition of the 
Government’s costs. Under this provision the operations of RFC 
would receive a full charge for all costs incurred by the Government 
in borrowing the money for RFC’s use. 

In response to another recommendation by the Comptroller General 
of the United States the bill contains a provision which would require 
RFC to pay the costs incurred by the Government in providing civil- 
service retirement fund benefits for RFC employees. There is no such 
requirement in the present law. 

Discretion over interest rates on RFC loans is vested in the Adminis- 
trator by the provisions of this bill. It has been vested in the board 
of directors. To assist the Administrator in determining the rates of 
interest which should be charged on RFC loans, there has been in- 
cluded in this bill a provision which lays down the general policy, that 
interest rates on RFC loans should be sufficient to provide revenue 
which will cover the cost of money, the =e nses of administration, 
and a risk factor which over all will provide for losses that may ma- 
terialize on loans. 

The Banking and Currency Committee on previous occasions has 
considered including in the RFC Act a policy statement which like 
this one would indicate that the Corporation should operate on a se ‘If- 
sustaining basis. Its operations have not been self-sustaining in 
recent periods. 

Certain loans and mortgages now held by RFC would be transferred 
to other agencies of the Government under the provision of section 10 
of this bill. A loan of $60 million to the Republic of the Philippines 
would be transferred to the Export-Import Bank of Washington be- 
cause the Export-Import Bank has excellent facilities for servicing this 
loan and because the loan is a freak in the portfolio at RFC. The re- 
mainder of a loan of $5 million to Steep Rock Iron Mines, Ltd., of 
Ontario, Canada, would also be transferred to the Export-Import 
Bank. ‘This transfer is proposed because the bank already has a loan 
to this Corporation and it seems desirable that the RFC loan be com- 
bined with it so that the entire arrangement may be administered as a 
unit. 

I might say, I think these loans, from what I hear, are quite good. 
It is not a matter of their being bad loans, but it is a matter of orderly 
operation. 

The Export-Import Bank is better qualified than the RFC for ad- 
ministration of a loan to a foreign borrower. 

Under section 10 (b) of the bill, the loan to the Kingdom of Great 
Britain and Northern Ireland would be transferred for collection to 
the Secretary of the Treasury. If this and the other transfers proposed 
by section 10 were made, the portfolio of RFC would contain only 
domestic loans and no foreign loans. This seems desirablé since the 
Corporation has now no authority to make loans to other than do- 
mestic borrowers. 

The CuatrMan. Collection? 

Senator Futsrieur. It is a perfectly good loan. There is no ques- 
tion about this loan. 
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Senator CarpenartT. What is the amount of this loan? 

Senator Futsricut. | think the balance now is only $750 million 
and the collateral securing it is worth in the neighborhood of eight 
or nine hundred million dollars. It is in American securities. There 
is no question about it being a good loan. The RFC does not want 
to turn loose of it because it is making money, as the costs for servicing 
are very little and it brings in a very substantial amount. ‘If only 
for that reason they do not want to get rid of if 

Senator CapeHART. You say it has a collateral value of eight or 
nine hundred million dollars. 

Senator FuLsricut. Yes. 

Senator CapenAartr. Why do not we apply the difference between 
the eight and nine hundred million dollars and the $150 million on 
the old loans? 

Senator Fu_sricutr. That is not a matter for me to determine. 
It is not a matter that is of major importance, it seems to me. It is 
desirable because it is the type of loan which the Corporation no 
longer makes. 

Senator Carenarr. I think you are 100 percent right that all the 
loans you have mentioned ought to go to the Import-Export Bank. 

Senator Futpricur. These are sort of house ooping details | am 
proposing here. It is not a question of any major importance, but 
I think it would be more orderly to do it this way. 

Senator Roperrson. They ought to apply that collateral to the 
general debt that Great Britain owes us. We should not forget that 
a large pirt of that collateral was the property of American citizens 
who created trust funds for their relatives in Great Britain and that 
the British required them to use that collateral during the last war 
to help finance the war effort. The British Government really does 
not have legal title to that money, and if we appropriated it we would 
be destroying the trust funds that had been set up by those peopl e 

Senator Futsricut. About that I am not informed. All I know 
is that so far as the Government in this loan is concerned it is amply 
secured. 

Senator CapeHART. You can always find some reason why these 
foreign nations should not pay us back. 

Senator Fu.spricutr. They are paying this back. I am talking 
about this loan. This loan, started out around four hundred-and- 
some million and it has been paid down to less than $150 million. 

Senator Capenart. Yes, I know, this has been a good loan. 

Senator FuLtspricur. There is no question about it. The other 
matters go into foreign policy and other things, but as far as RFC is 
concerned, the loan is very good. 

The latest balance on that is much less than I thought; there is 
only $68 million left now. Anyway, it will be paid off out of the 
earnings of the collateral within 2 years, | think. 

The provisions of section 10 (c) would transfer certain mortgages 
to the Housing and Home Finance Agency. These mortgages are 
similar in every respect to the mortgages which were transferred to 
the Housing and ae Financing Agency in September 1950, under 
the provision of a reorganization plan. The effect of this provision 
would be to eliminate a duplication of activity as between the RFC 
and the Housing and Home Finance Agency. 
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The bill proposes very little change in sections 9 though 13 of the 
RFC Act as amended and these sections now appear in the proposed 
bill as sections 11 through 15 respectively. 

Section 11 (e) of the RFC Act as amended, made applicable to 
contracts or agreements of the Corporation, certain enumerated sec- 
tions of the United States Criminal Code. When the code was revised 
in 1948 the RFC was brought within the purview of these sections 
without the need of special legislation. Therefore, in the proposed 
bill, the provisions of section 11 (e) of the RFC Act as amended have 
not been included. However, the balance of this section is now con- 
tained in section 13 of the proposed bill. 

When title 18 of the United States Code was.revised in 1948 it 
appears that the revisers inadvertently left out that part of section 
11 (b) of the RFC Act as amended which established the criminal 
penalty for paving a fee or commission for financial assistance from 
the RFC. That penal provision is reinstated in the proposed bill 
and appears at the end of section 13 (b). 

| would request that the recommendation of the Attorney General 
included in his letter follow my statement because it relates to 
this question of a penalty for nondisclosure of information. 

The letter referred to follows:) 


OFFICE OF THE ATTORNEY GENERAL, 
Washington, D. C., April 20, 1951. 
Hon. J. W. FuLpricurt, 
Cha man, Sudcommiliee or Reconstruction Finance Corporation, 
Commi eon Banking and Cu rency, United States Se nate, 
Washington, D. 

My Dear Senator: This will refer to vour letter of March 27, eae inviting 
my assistance and suggestions in connection with vour efforts and those of your 
subeommittee on the RFC strengthen the RFC Act with respect to the activity 
fien referred to as “influe nee peddling.”’ 

At present, section 4 (d) of the RFC Aet is without criminal sanctions. Whereas 
from the date of its enactment, January 22, 1932, until enactment of the act of 
May 24, 1949, a violation of section 4 (d) subjected the violator to the payment 
of a $10,000 fine or imprisonment for 5 vears, the enactment of the act of May 
24, 1949, inadvertently eliminated the criminal penalities. 

Aside from the fact that the caaiean as it now stands cannot effectively curtail 
he practices of paying and receiving fees for the exertion of improper influence 
toward obtaining favorable consideration of applications made pursuant to the 
RFC Act, a difficult problem is presented when attempting to differentiate be- 
tween payments which constitute reasonable compensation for professional serv- 
ices and those which are payments for the exertion of influence, or in part for 
professional services and in part for the exertion of influence. Also, a most 
lifficult question is presented when attempting to distinguish between what is 
proper influence and what is improper influence. These questions require con- 
sideration in view of judicial determinations that section 4 (d) would not apply 
to the payment of reasonable compensation for services rendered in a conventional 
manner by an attorney to his clie nt in connection with the preparation and pre- 
sentation of an applica atior for a loan. 

Rathe ‘' than require the law-enforcement officers and the courts to attempt 
to draw the rather nebulous line between legitimate and illegitimate fees, and 
between proper ner improper influence, I favor an amendment of the RFC Act 
which would place upon applicants and persons receiving fees and commissions 





from applicants, the responsibility of making full disclosure of the payment and 
receipt of such fees and commissions without regard to their amount and without 
regard to the nature of the services for which they are made. Such a provision 
could more easily be enforced and would involve no speculation as to its violation. 
Phe issue in any prosecution would require the determination of a simple question: 


“Was the information filed?” 
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I enclose a memorandum in greater detail concerning the problem which | 
trust you will find helpful and I stand ready to assist you further in any way I eal 
Sincerely, 


J. Howarp McGratu, Attorney General. 


APRIL 20, 1951. 


MEMORANDUM FOR CONSIDERATION OF SUBCOMMITTEE ON RECONSTRUCTION 
FINANCE CORPORATION OF SENATE COMMITTEE ON BANKING AND CURRENCY, 
PREPARED IN RESPONSE TO INQUIRY OF SENATOR FULBRIGHT INVITING ASSIST- 
ANCE AND SUGGESTIONS CONCERNING AMENDMENT OF RFC Ac‘ 


3yv letter dated March 27, 1951, Senator J. W. Fulbright, chairman of the 
Subcommittee on Reconstruction Finance Corporation of the Senate Committee 
on Banking and Currency, has advised the Attorney General that as a result of 


hearings held by his subcommittee in its study of the operations of the RFC 
the conclusion appears to be inescapable that large fees paid by loan applicants 
for assistance in connection with their applications are paid for the primary 
purpose of having improper influence brought to bear upon the RFC. He 
expresses the view that the RFC Act requires revision to eliminate such activity. 

There does appear to be a need for strengthening the RFC Act so as to elimi- 
nate, or at least curtail, this undesirable activity commonly known as “influence 
peddling.’”’ However, the most effective and least cumbersome approach to thi 
problem would appear to call for the amendment of the RFC Act as hereinbelow 
suggested. 

In submitting this proposal, attention is invited to the followir considera- 
tions: A study of the legislative history of section 4 (d) reveals that it was first 
offered as an amendment by Representative Sam Rayburn, of Texas, on the 
floor of the House of Representatives on January 15, 1932, whi 
Reconstruction Finance Corporation Act (Publie Act No. 2, 72d Cong., Ist 
sess.. 47 Stat. 5) was under discussion.! 

In explaining the purpose of his amendment, Representative Rayburn stated 
that it was intended to prohibit the payment of large fees to persons who 1 
go out and, by a campaign, convince these people [the applicants] who are goi 
to get money from these departments, or these bureaus, or commissions, tl at 
the only way they can get it is to pay them 10 percent of the amount or more.”’ 

During the explanation of the amendment, Representative McCormick of 
Massachusetts and Representative LaGuardia of New York both observed 
the amendment provided no penalty. In answer, Representative Rayburn state 
that he would offer a penalty provision later if the House adopted his proposa 
Following its adoption, Representative Rayburn offered | 
to the penalty provision (sec. 16, act of Jan. 22, 1932). This second amendment 
read as follows: “* * * orany person who wilfully violates any other provisior 
of this act.””. With the adoption of this second Rayburn amendment the seope of 
the criminal penalty in section 16 of the Reconst 


l 
i 

> 
\ 


ruction Finanee Corporation A 
of 1932 was broadened so as to apply to the first Ravburn amendment, whic! 





now section 4 (d or 604 (d) of title L5, i: me. €.). Th from Ja ary 22, 
1932, until the act of May 24, 1949.3 was passed by Cong t was a violation of 
law for any applicant to violate section 4 (d), subjecting him to the payment of 


a $10,000 fine or imprisonment of 5 vears. 

However, the act of May 24, 1949, repealed section 11 of the Reconstruction 
Finance Corporation Act of June 30, 1947, and thereby removed the only crimina 
penalty applicable to section 4 (d). In recommending the repeal of this pr ; 
the House Judiciary Committee 4 mistakenly assumed that the revision of title 18, 
which enacted several new sections (Nos. 493, 657, 709, 1006, 1014, and 1904 


adequately covered all offenses which had previously been outlawed by section 16 


VISIOT 


of the act of January 22, 1932 and section 11 of the act of January 30, 1947. An 
examination of these sections in title 18, United States Code, reveals that viola- 
tions of section 4 (d) of the Reconstruction Finance Corporation Act is neither 
prohibited nor penalized. Presumably the revisers of title 18, as well as the Hou 


Judiciary Committee, were unaware of the real significance of the second Rayburn 





S 2 2058, Congressional Record, 72d Cong., 1st sess, 
2 Page 2079, Congressional Record, 72d Cong., Ist sess. 
Put Law 72, Slst Cong. (Sec. 142, 63 Stat. 109 
‘ Pages A-40, A-42 of House Report No. 304, 80th Cong., Ist seas. 
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amendment or they would not have described it as useless in the House report, 
House Report No. 304, at page A—42. 

That there is need to strengthen the Reconstruction Finance Corporation Act 
so as to discourage the operation of the so-called influence peddler is apparent. 
Likewise, it is clear that to be most effective, any changes should operate to dis- 
courage not only the payer of fees and commissions but the payees as well. 

\ difficult problem, however, arises in attempting to define or determine what 
is proper and what is improper in assisting an applicant for a loan. In spite of 
the fact that section 4 (d) has been law since January 1932, there are no reported 
opinions arising out of any criminal prosecutions under this section. The section 
has, however, been interpreted in three opinions growing out of civil suits brought 
to collect fees.6 The only opinion from a United States Court of Appeals appears 
in Wyoming Railway Co. v. Herrington (163 F. 2d 1004), in which the court held 
that the section would not apply to payment of reasonable compensation for 
services rendered in a conventional manner by an attorney to his client in con- 
nection with the preparation and presentation of an application for a loan. 

This interpretation of section 4 (d) only serves to emphasize the difficulty 
inherent in any attempt to frame, in precise legal terms so necessary in drafting 
a criminal law, a statute which will distinguish between that which is reasonable 
compensation for legal services from that which is payment for the exertion of 
influence alone, or together with legitimate services, aside from the difficulty of 
determining what is proper or improper influence. 

The problem has been the subject of study from time to time throughout the 
years without any apparent solution.® Instead of attempting to define what is 
proper or improper in the kind of services rendered to the applicant, it is suggested 
that the problem be approached differently. It is believed that a criminal statute 
requiring full dis*losure of all the facts and information pertaining to such agree- 
ments and penalizing only the refusal to give such full and complete information 
would be a more workable approach to the problem and one which could be 
enforced as a criminal statute. Therefore, it is suggested that section 4 (d) be 
rewritten so that it will condemn as unlawful the payment of any fee, commission, 
or other compensation which is made in connection with any application for a 
loan from the Reconstruction Finance Corporation unless the applicant reveals 
in his application the amount of any fees he has paid to other persons for assistance, 
the identity of those persons, the purpose and/or services for which the fees 
were paid and any agreement between the parties relating thereto. This infor- 
mation could be filed by the applicant as part of the information required by the 
Reconstruction Finance Corporation prior to the granting of the loan or other 
financial assistance. If such complete revelation .is made to the Reconstruction 
Finance Corporation, no criminal penalty would attach. Only the failure to 
reveal the information would be subject to prosecution or if a false statement is 
made in the application, then prosecution could be brought under section 1001 
of title 18, United States Code. 

In view of the above, it is suggested that section 4 (d) (see. 604 (d) of title 15, 
U. 8. C.) be amended, by striking out all that follows ‘‘(d)” and substituting 
therefor the following: 

“It shall be unlawful for any applicant for a loan or other financial assistance 
under the provisions of this act to pay, or agree to pay, or for any other person 
to receive, or agree to receive any fee, commission, or other compensation of 
any kind in connection with any application for a loan or other financial assistance 
unless the amount of such fee, commission, or other compensation, the person or 
persons receiving it, the purpose and/or services for which it is paid or to be paid, 
together with any agreement pertaining thereto, are fully set forth in the applica- 
tion or in a supplemental amendment to the application, which is filed with the 
Reconstruction Finance Corporation prior to the granting of such loan or other 
financial assistance. 

‘Whoever violates subsection (d) shall be fined not more than $10,000, or 
imprisoned not more than 5 years, or both.”’ 

The hearings before the Reconstruction Finance Corporation subcommittee, as 
well as other similar investigations, reveal that for the most part these so-called 
influence merchants operate in an atmosphere of semisecrecy and usually avoid 
publicity. Generally the applicant for a loan is a businessman, unfamiliar with 
his way around Washington and reluctant to attempt to unravel the red tape 

5 Wyo. Py. Co. v. Herrington (163 F. 2d 1004), Chatterton v. Waverly Terminal Co. (49 Fed. Supp. 545), 
Kroll v. State ((Tex. Civ. Apps.), 155 S. W. (2) 985) 

6s H. R. 7304 and H. R. 2356, 

Governu t Contracts, George Washi: 


ith Cong 942 See also, Contingent Fees in Procurement of 
igton Law Review, for December 1942. 
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and other procedures usually necessary to secure the assistance he desires. Al- 
most all of these businessmen believe that their business can be expedited if they 
can get in touch with the right people. While knowing the right people may be 
helpful, nevertheless much of the so-called influence which is offered for sale by 
these operators exists only in the mind of the gullible applicant who mistakenly 
assumes that he must pav extra for this special service in seeing the right people. 
Much of this type of influence will disappear after agreements pertaining to its 
sale and its cost are made available for public examination. 

In addition, if certain of these alleged peddlers of influence actually do exert 
improper influence or pressure on certain officials of the Government, such officials 
will be much less likely to respond to that improper influence after all the par- 
ticipants, agreements pertaining thereto, and the high costs and little services 
are revealed not only to the Reconstruction Finance Corporation, but to the 
publie in general, and prior to any action by the Reconstruction Finance Cor- 
poration on the granting of an application. It is for these and other reasons 
that a better approach to the problem appears to be to require that complete 
information be shown in the application itself. By requiring this information 
to be furnished to the Reconstruction Finance Corporation, the Corporation 
itself can determine whether the fees are reasonable compensation and for legiti- 
mate services, and the burden will be upon the applicant before he receives any 
relief from the Government to justify any unconscionable fees for relatively 
simple services 

In addition, it would seem to be helpful to have all such expenditures of the 
applicant made available to the Reconstruction Finance Corporation prior to 
the time it acts on any particular application. Aside from the possibility that 
some of the very money obtained from Reconstruction Finance Corporation 
itself might be diverted to pay the costs of these services, the financial status 
of the applicant would seem to be an important factor in granting a loan in any 
event Assuming that the applicant does not divert proceeds of the loan to 
pay the influence man, but on the other hand pays an exorbitant sum out of the 
financial reserves of the company or firm he represents, the very fact that his 
company pays out such large amounts for unnecessary services would seem to 
be a matter which the Reconstruction Finance Corporation should know about 
before making a loan to any such applicant. 


The CuarrmMan. I am going to ask unanimous consent to have 
printed in the record the full statement that was prepared by the 
staff of RFC on the points you spoke about. 

(The statement referred to follows: ) 


RECONSTRUCTION FINANCE CORPORATION, 
Washinaton, Apri J, 195 Fy 
Hon. BurNetT R. MayRank, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 

Dear Mr. CuatrRMAn: In accordance with the request made in Mr. Me Murray’s 
letter of March 15, 1951, I am submitting my views regarding S. 1123, the 
ment of which would 

(1) Amend section 302 of the Defense Production Act of 1950 by repealing 
the authority to make direct loans for the expansion of capacity, the develop- 


-enact- 


ment of technological processes or the production of essential materials, in- 
cluding the exploration, development, and mining of strategic metais and 
minerals: 
(2) Amend section 303 (a) of that act by designating the Secretary of the 
Interior, the Secretary of Agriculture, and that Administrator of General 
Services as the sole agents through whom the President could carry out the 
functions specified in that section, thereby restricting the authority presently 
conferred by that section to carry out these functions through any officers 
or agencies, as the President deems best; 

(3) Transfer to the Secretary of Commerce the administration and super- 
vision of the synthetic-rubber program, the tin program, and the abacd-fiber 
program which are presently administered by Reconstruction Finance Cor- 
poration; and 

(4) Dissolve Reconstruction Finance Corporation on June 30, 1951 

As you know, in my letter dated March 27, 1951, regarding Senate Joint Resolu- 
tion 44 (a copy of which is enclosed for ready reference) and in my letter, dated 
April 5, 1951, regarding S. 1116, I have stated the reasons why I believe that 
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dissolution of the RFC and the transfer from RFC of the synthetic rubber program, 
the tin program, and the abaca fiber program would be detrimental to the best 
interests of the Nation, and I shall therefore confine this statement to a discussion 
of the first two proposals contained in 8. 1123. 

The purpose of section 302 is to encourage the flow of private credit for the 
specified defense purposes and the section does this in two ways: First, Govern- 
ment participations and guarantees operate as inducements to private lenders; 
and second, the knowledge that, if private sources of credit insist upon unreason- 
able terms, the credit may be obtained from the Government operates to make 
private credit available on reasonable terms. In addition, the present section 
302 supplements private credit by providing direct Government financing in 
instances where private credit is not available on reasonable terms. 

The following quotation demonstrates the essence of the change which section 
1 of S. 1123 would effect in the present phraseology of section 302 of the Defense 
Production Act of 1950 (words which the bill would delete are stricken through, 
new language is in italics): 

“Sec. 302. To expedite production and deliveries or services to aid in carrying 
out Government contracts for the procurement of materials or the performance 
of services for the national defense, the President may make provision for }eans 
timelidine participations in, er and guarantees of, loans) to private business 
enterprises (including research corporations not organized for profit) for the 
expansion of capacity, the development of technological processes, or the pro- 
duction of essential materials, including the exploration, development, and 
mining of strategic and critical metals and minerals * * *.,” 

What the bill proposes is to repeal the authority presently conferred on the 
President to make direct loans for the specified defense purposes and thereby to 
make Government credit available for these purposes only through the medium 
of participations in, or guarantees of, loans made by private lending institutions. 

As mentioned in mv letter of March 27, 1951, even in normal times there are 
gaps in the private credit structure, caused partly by unwillingness and partly 
by inability of banks to meet certain credit needs. For example, banks are pro- 
hibited by law and regulation from making certain types of loans. Such restric- 
tions are designed to protect depositors, but their effect under current economic 
conditions, which make it both profitable and safer to invest in Government bonds 
or Government-guaranteed obligations, has been to transform banks to a very 
large extent to the status of mere depositories of funds. In the case of loans for 
defense purposes, the credit gaps are even greater; for such loans involve abnor- 
mally high risks. Unwillingness—which is only natural—to take such high risks 
combined with the fact that safe and sufficiently profitable investments are avail- 
able in the form of Government-guaranteed bonds and other securities makes it 
necessary (in order to encourage private credit for the defense purposes enumerated 
in sec. 302) not only to offer inducements, such as Government guarantees and 
participations, but also to provide direct Government loans as a supplement to 
private credit. 

The proposed elimination of the authority to make direct loans would emascu- 
late section 302; for, if private lenders are unwilling to participate in certain loans 
of the tvpe mentioned in section 302, or to make loans themselves on reasonable 
terms with Government guarantees, there would be no loans to which Govern- 
ment guarantees or Government participation could attach and the Government 


tself would have no autbority to make the loans directly. 

Also, since the proposed change would eliminate this supplementary source of 
credit, it would tend to defeat the purpose for which section 302 was enacted 
that is to stimulate the flow of credit for the stated purposes. Likewise, in the 


absence of such supplementary direct loans, there would in effect be a private 
monopoly of credit and the private lenders would be in position to dictate not 
only the terms on which they would be willing to make loans for the stated defense 
purposes, but also the terms and conditions on which the Government’s partici- 
pation in, or guarantee of such defense loans would be acceptable to them. 

It should be emphasized that the Government’s present authority to make direct 
oans does not put the Government in competition with private sources of credit 
On the contrary, the Government has no authority to provide financial assistance 
inless the desired credit is not available from private sources on reasonable terms. 
The existence of such authority has a salutary effect on the availability of credit 
from private sources; for, the knowledge that, if private lenders insist on unreason- 
able terms, the credit may be obtained from Government sources tends to make 
private credit available on reasonable terms. 
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I do not know any good purpose that can or would be served by the proposed 
change in section 302 and since, as I have indicated, the change would produce a 
most deleterious result, the provision is highly undesirable. 

The following quotation demonstrates the essence of the change which section 
2 of S. 1123 would effect in the present section 303 (a) of the Defense Production 
Act of 1950 (new language to be inserted is in italics: 

“Sec. 303 (a). To assist in carrying out the objectives of this act, the President 
may authorize the Secretary of the Interior, the Secretary of Agriculture, or tl 
Administrator of General Services to make provision (1 
commitments to purchase metals, minerals, and other raw materials, including 
liquid fuels, for Government use or for resale: and (2) for the 


for purchases of or 


encouragement of 
exploration, development and mining of critical and strategic minerals and 
metals: ee 

The foregoing quotation clearly shows that the proposed change would lin 
the President’s choice of the officers or agencies to perform the funetions specified 
in section 303 (a). I do not believe that it is wise as a genera 





proposition to 
limit the President in his selection of agents to perform delegable functions 

in my opinion, the more important the function, the more important it is 

the President be permitted to make his selection in accordance with his 
judgment. Especially because the particular functions here involved vita 
affect the Nation’s securitv, I believe it advisable to retain section 303 (a) in 
its present form, which permits the President to make delegations of authorit 


in the exercise of his sound judgment. 

| believe that the proposals contained in Ss. 1123 are not in the Dest interests 
of the Nation, and according], I recommend agginst enactment of the bill. 

In view of the urgeney of this matter, there was no opportunity to present 
this statement to the Bureau of the Budget and it is, therefore, not possible at 
this time to advise you regarding the relationship of the 
of the President. 

Sincerely vours, 


legislation to the program 
W. E. Harper, Chairman. 


RECONSTRUCTION FINANCE CORPORATION, 
Washingtor . D. ¢ | Marcl ?. 1951 
Hon. Burnet R. MayBAng, 
Char nian, ( ommiuttee on Rank ing and Cu rene 
United States Senate, Washington 25, DP. t.. 
Dear Mr. CHArRMAN: As requested by Mr. MeMurray on March 9, 1951, Iam 
submitting my views on Senate Joint Resolution 44, the effect of which, if enacted, 
would be to terminate the active life of Reconstruction Finance Corporation .o1 
June 30, 1951, and to transfer it to the Secretary of the Treasury for liquidation of 
its assets and the winding up of its affairs. 


fy 


It is true, as the resolution states, that the specific economic conditions whi 
existed when the RFC was established and which it was designed to allevis 
longer exist, but, since the dark depression days of 1932 when it was establi 
and when it did a heroic job in preserving the economic life of the Nation, it h: 
been assigned by the Congress and has performed other important and valu: 
functions both for the promotion of peace and the prosecution of war 

At this very moment, under the provisions of the Defense Production Act of 
1950 and the Executive orders of the President, it is making loans to priv 
ness enterprises for the expansion of capacity, the development of technologi 
processes, and the production of essential materials needed for the mn: 
defense. Also, RFC is handling the Government’s svnthetie rubber program, 
tin program, and the abaca fiber program, all of which, as you know, were origil 
organized, developed, and operated by RFC. 

These programs so vitally important to the national defense and the other 
functions performed by RFC under the Defense Procuction Act must | cont 
even though the RFC should be abolished, and, as you can well appreciate 








li . ral 
ferring these functions to other Government agenci would involve higt 
undesirable consequences—the dispersal of an experienced and able organization, 
the dissipation of ill-spared energy, time, and funds required to effect the transfer 
and the loss of the advantages of the corporate form of orgat ation, the most 


important of which are operating flexibilitv and the ability to use business methods 
In pointing out RFC’s usefulness in the preparedness program I do not w 
minimize the important role which RFC does and shoul 


ud continue to | 
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peacetime. Even in what might be regarded as normal times, there are gaps in 
the private credit structure caused partly by unwillingness, and partly by inability 
of banks to meet certain credit needs. For example, there is reluctance to tie up 
depositors’ money in a long-term loan or loans to new businesses. This reluctance 
is exemplified by the fact that the loan which RFC made to Kaiser-Fraser could 
not be obtained from private sources. Primarily responsible for this reluctance 
is the fact that banks prefer to put their cash in Government bonds and Gov- 
ernment-guaranteed mortgages. 

Also, banks are prohibited by law and regulations from making certain types of 
loans. These restrictions are designed to protect depositors, but their effect, 
under the economic conditions which have made it profitable, and at the same time 
safer, to invest in Government bonds or Government-guaranteed obligations has 
been to transform banks, to a very large extent, to the status of mere depositories 
for funds. 

In general, the very existence of an agency such as the RFC has a very whole- 
some and salutary effect on both business and the banks in assuring that there 
would be as broad a flow of private credit as conditions would warrant. 

In the future as in the past, both small business and new businesses, whether 
large or small, will continue to require financial aid which no longer is available 
from private sources—a need which RFC loans have supplied in the past. Needed 
also, and perhaps to a greater extent in the future than in the past, is the assistance 
which RFC has been giving business in obtaining credit from private sources. 
It is particwarly noteworthy that a rearrangement of financial schedules, guaran- 
tees, and collateral, suggested by RFC’s staff, has made it possible for many a 
small business to obtain a loan from the same private sources which originally 
declined the loan. 

In addition, RFC not only plays an important part in alleviating hardship and 
rehabilitating property damage caused by floods, hurricanes, tornadoes, and other 
disasters, but it also makes an important contribution to the economic stability 
of the country through the financial assistance which it gives to States, counties, 
municipalities, and other public agencies toward financing projects such as water- 
works, sewer systems, transportation facilities, bridges, tunnels, hospitals, drainage 
facilities, irrigation works, airports, docks, college dormitories, and a host of other 
projects undertaken by State and local governments. As in other categories 
of loans, such financial aid is not given unless credit from private sources is not 
available on reasonable terms. 

The gaps in the credit structure vary with the different geographical areas and, 
through its various types of loans, particularly its loans to both large and small 
business enterprises, RFC has been instrumental in promoting the industrializa- 
tion of economically under-developed areas of the country. In brief, in normal 
times RFC has an essential function to perform—that of supplying the financial 
needs of the economy not otherwise available from private sources. 

In this connection, it should be particularly remembered that this Nation has 
attained its present state of development and productive capacity largely becauses 
new enterprises were able to obtain the financing needed to transform ideas into 
reality. American history clearly demonstrates that new and expanding businesses 
have always needed financing and that small business, the foundation of a prosper- 
ous and happy nation, is essential to the preservation of our economic system. 

Especially in these days of emergency when the Nation is bending every 
effort to strengthen its defenses, the know-how, experience, and operating flexi- 
bility which repose in the RFC are valuable resources which the Nation ean ill 
afford to scrap. In this connection, I would like to emphasize that the present 
staff of the RFC includes many individuals who held key positions during the 
vears when the RFC and its subsidiaries made an outstanding record in promoting 
first, the National Defense program preceding Pearl Harbor, and later, the 
actual waging of World War II. RFC’s contribution to these efforts, it will be 
recalled, included the construction and operation of more than 2,500 plants, the 
procurement of strategic and critical m&terials costing more than $7‘ billion, the 
establishment and operation of a synthetic rubber industry, the waging of eco- 
nomic warfare on a global scale through a program of preclusive buying, and the 
lending of $2,033,000,000 to private business engaged in producing the guns, 
tanks, and other armaments, equipment, and supplies needed for successful 
prosecution of war. 

The proposals to abolish the RFC stem, I believe, from dissatisfaction with the 
conduct of a few individuals holding high office in the Corporation. To abolish 
the RFC for that reason is as logical as it would be to scrap a very useful auto- 
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mobile because of dissatisfaction with the way the chauffeur has been driving it. 
It seems to me it would be much more sensible to hire a new chauffeur 

REFC’s record is one of distinguished service to the Nation both in time of peace 
and in time of war. That service has been rendered efficiently, honestly, and 
honorably by men and women who are loyal to the RFC and eager that it and 
its experienced staff be utilized in the present effort to strengthen the defenses of 
the country. The Fulbright subcommittee’s criticism is not directed at these 
people and there is every reason to believe that, under competent direction, RFC 
can play an important role in rebuilding the Nation’s defenses. 

In 1948, when the Congress was considering whether RFC should be continued 
the Senate Committee on Banking and Currency reported, after a thorough 
inquiry into RFC operations: 

“The committee has concluded, however, that there are sound reasons which 
justify the continuation of RFC on a permanent basis. Those reasons may be 
summarized as follows: 

(1) RFC performed an extremely useful and vital function during the emergen- 
cies of the last depression and of the war. Should such events recur, the existence 
of such an agency, already established, will permit more prompt and effective 
action than would be possible if an ageney had to be recreated 

(2) There are some limited functions which such an agency cal isefully per- 
form during periods which cannot be characterized as times of economic depres- 
sion or national emergency. * * * 

“Despite the existence of those fields in which RFC may make loans in what 
might be termed ‘normal times,’ the committee believes that the first reason for 
continuing RFC its readiness to go into action during times of nat onal eme gen 
is the far more important one.”’ [Emphasis added. | 

The passage of time and the course of events have proved the validity of the 
reasons for continuing the RFC stated by the Senate Banking and Currency 
Committee in 1948, and in my opinion it would be sheer folly to destroy the 
RFC at a time when the most important contingency for which it was preserved 
has actually occurred. I am firmly convinced that the best interests of the 
nation require that, instead of destroying or dissipating the resources which 
RFC represents, greater use of those resources be made in meeting the grave 
problems confronting the Nation. 

In short, the legislative proposal is in my opinion not only unwise, but actually 
detrimental to the public interest, and I would therefore recommend against 
enactment of the resolution. 

In view of the urgency of this matter, there was no opportunity to present this 
statement to the Bureau of the Budget and it is, therefore, not possible to advise 
you at this time whether the views herein presented are in accord with the program 
of the President. 

Sincerely yours, 
W. E. Harper, Chairman. 

Senator Ronertson. Mr. Chairman, I wish to commend the 
junior Senator from Arkansas for a very clear and illuminating dis- 
cussion of his viewpoint on this matter and to say that if RFC is 
continued he has certainly offered some very helpful suggestions that 
will improve its operations. 

Senator Futsricut. I thank the Senator from Virginia. 

The CuatrMaANn. Any further questions, gentlemen? 

If not, the next witness will be Mr. Eccles. 


STATEMENT OF MARRINER S. ECCLES, MEMBER, BOARD OF 
GOVERNORS OF THE FEDERAL RESERVE SYSTEM 


Senator Ronertson. As I understand, the text of S. 1376, the anal- 
ysis prepared by the Staff of the committee, and the analysis prepared 
by the Senate legislative counsel will be in the record at this point 
before Governor Eccles testifies? 

The CuairnmMan. That was unanimously agreed upon. 
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(The bill and analyses referred to follow:) 
[S. 1376, 82d Cong., Ist sess.] 


A BILL Providing for the dissolution of the Reconstruction Finance Corporation and the transfer of certain 
functions related to national defense heretofore vested in the Reconstruction Finance Corporation 


Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That this Act may be cited as the ‘‘Reconstruction 
Finance Corporation Liquidation Act’’. 

Sec. 2. (a) The first sentence of section 3 (a) of the Reconstruction Finance 
Corporation Act, as amended (15 U. 8. C. 603 (a)), is amended by striking out 
‘through June 30, 1956” and inserting in lieu thereof ‘‘until the close of business 
on the one hundred and twentieth day following the date of enactment of the 
Reconstruction Finance Corporation Liquidation Act’’. 

b) Subsection (f) of section 4 of the Reconstruction Finance Corporation Act, 
as amended (15 U.S. C. 604 (f)), is amended by striking out ‘June 30, 1954”’ and 
inserting in lieu thereof ‘‘the date of enactment of the Reconstruction Finance 
Corporation Liquidation Act”’. 

c) Except as otherwise provided in this Act, the liquidation of assets and 
winding up of affairs of the Reconstruction Finance Corporation shall be carried 
out as expeditiously as possible in accordance with the provisions of sections 9 
and 10 of the Reconstruction Finance Corporation Act. The unused balance of 
the moneys belonging to the Corporation required by such sections to be paid 
into the Treasury shall be used exclusively for the reduction of the public debt 

(d) In the exercise of his powers and functions under section 10 of the Recon- 
struction Finance Corporation Act, the Secretary, of the Treasury shall not 
extend the maturity of or renew any loan made, or securities and obligations 
purchased, by the Reconstruction Finance Corporation beyond the date provided 
in the loan contract or other agreement or commitment, but the Secretary may, 
in aid of orderly liquidation, exercise a sound discretion in respect of the time 
which shall be allowed any obligor of the Reconstruction Finance Corporation to 
make interim payments on an outstanding obligation. 

e) The Secretary of the Treasury is authorized to incur and pay out of the 
funds of the Corporation all administrative expenses necessary to carry out the 
functions vested in him as a result of the enactment of this Act. Such expenses 
shall be limited to and charged against amounts made available to the Corporation 
or to the Secretary of the Treasury in appropriation Acts for applicable administra- 
tive expenses, Which amounts shall not include any sums transferred to an officer 
or agency of the Government, other than the Secretary of the Treasury, under 
sections 3 and 4 of this Act. The activities engaged in by the Secretary of the 
Treasury as & result of the enactment of this Act shall continue to be subject to 
the provisions of the Government Corporation Control Act. 

c. 3. Effective one hundred and twenty days after the date of enactment of 
this Act, all the functions, powers, duties, and authority of the Reconstruction 
Finance Corporation with respect to the administration and supervision of the 
rubber program (Rubber Act of 1948, as amended), the tin program (Public Law 
125, Kightieth Congress, as amended), and the abac4 program (Public Law 683, 
Kighty-first Congress), together with all properties, assets, funds, contracts, loans, 
liabilities, commitments, authorizations, allocations, personnel, and records pri- 
marily related to the exercise of such functions, powers, duties, and authority are 
hereby transferred to the Secretary of Commerce. Except as specifically provided 
herein, this section shall not be construed to modify or repeal any of the Acts 
under which such programs are carried out. 

Sec. 4. The President may transfer to the Secretary of the Treasury, the 
Federal Reserve banks, or anv existing department, agency, official, or corpora- 
tion of the Government he may designate, or to a new agency (other than a 
corporation), the functions, powers, duties, and authority conferred by him on 
the Reconstruction Finance Corporation under section 303 of Executive Order 
10161, dated September 9, 1950 (15 F. R. 6105), with respect to the production 
defense loan program authorized by section 302 of the Defense Production Act of 
1950, together with all assets, funds, contracts, loans, liabilities, commitments, 
authorizations, allocations, personnel, and records primarily related to the exer- 
cise of such functions, powers, duties, and authority. In the event that the 
President does not transfer such functions, powers, duties, and authority within 
one hundred and twenty days after the enactment of this Act, such functions, 
powers, duties, and authoritv, together with all assets, funds, contracts, loans, 
liabilities, commitments, authorizations, allocations, personnel, and records 


i 
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primarily related to the exercise of such functions, powers, dutic and authority, 


are transferred to the Secretary of the Treasury The Secretary shall exercise 
such functions, powers, duties, and authority until such time as the President 
shall otherwise provide in the manner hereinbefore prescribed The Recor 

struction Finance Corporation shall continue to exercise such functions, powers, 


duties, and authority in accordance with such Executive order until the Pri 





makes the transfer authorized by this section, or one hundred and twe1 
after the date of enactment of this Act, whichever shall occur fir 

Sec. 5. (a) The Reconstruction Finance Corporation sha ntinue to exer 
its functions, powers, duties, and authority inder section 409 of th feral ( 
Defen e Act of 1950 until one hundred and twenty day i ( if I 
of this Act ; 

b) Effective one hundred and twenty davs after the date rf 
Act, all funetions, powers, duties, and authority of the R ruction Fina 
Corporatio under section 409 of the Federal Civil Defe1 \ f 1950, to 
gether with all assets, funds, contracts, loans, liabilities, comn ! authoriza 
tions, allocations, personnel, and records primarily related to t exeré { 
functions, powers, dutic s, and authority. are transferred to t} ~ ) 
‘Treas rv, and shall be performe 1, exercised, and administer t ‘el ta 
in accordance with the provisions of such sectior 

Sec. 6. Within one hundred and twenty davs aft i s Act, 
the Reconstruction Finance Corporation is authorized and dir { ral r 
to the Department of the Air Foree. without reimburs i t. | ' r 2304 
sisting of an industrial plant at North Grafton, Massachusett oget het { ‘ 
improvements and appurtenant facilities, and the machinery pment, and 
other personal property accessory thereto except inve ra nater 
and work in progress 

Sec. 7. No suit, action, or other proceedi Y lawtullv commenced by or agains 
the Reconstruction Finance Corporatior shall abate by rea ) termination 
of succession of the Corporation: but the court mav, on motio1 r supplemental 
petition filed at anv time within twelve months after the date of termination 
of succession and showing a necessity for a survival of s t, a mn, or other 
proceeding to obtain a settlement of the questions involved, a the same ) 
be maintained bv or against the officer or agency of the Government performing 
the funetions with respect to which any such suit, act or other proceeding was 
commenced 

Sec. 8. (a) Upon the termination of succession of the Reconstruetion Finat 
Corporation the Administrator of the Reconstruction Fina Corporation shall 


make a full report to the Congress. 

(b) During such period of time as the Secretary of the Treasury shall be engaged 
in liquidating the assets and winding up the affairs of the Reconstruction Finance 
Corporation, pursuant to section 10 of the Reconstruction Fin: e Corporati 
Act, he shall make quarterly reports to the Congress settil rth the progress 
of such liquidation and winding up of affairs 


STAFF MEMORANDUM On 8. 1376 


S. 1376, introduced on April 24 by Senator Byrd, for himself and Senators 
Bricker, Kem, Robertson, Williams, and Ferguson. Entitled the 
tion Finance Corporation Liquidation Act, this would t 
tion’s lending powers on the date of enactment of the bill and would dissolve 
the Corporation 120 days following that date. It expressly ref ‘ctions 9 
and 10 of the RFC Act providing for liquidation of assets and winding up of 
affairs of the RFC by the RFC itself, after the date of enactment of the bill 
and by the Secretary of the Treasury, after the following 120 days have passed 
While prohibiting the Secretary of the Treasury from extending maturities or 
renewing loans, it does permit the Secretary to allow RFC debtors to make 
interim payments. It permits the Secretary of the Treasury to use RFC funds 
for administrative expenses to the extent they are made available in appropriation 
acts to the RFC or the Secretary of the Treasury. However, no funds connected 
with the administration of the tin, rubber, or abac4 programs or t! 
program may be so used by the Secretary of the Treasury in view of other pro- 
visions in the bill concerning the transfer of these programs Any unused balance 
of RFC moneys after liquidation shall be paid into the Treasury and used only 
to reduce the publie debt. 








‘minate the Corpora- 


f 


ie defense loan 
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The tin, rubber, and abac4 programs are transferred to the Secretary of Com- 
merce for continued operation. As to the defense loan program under the Defense 
Production Act of 1950, this bill authorizes the President to transfer from the 
RFC to the Secretary of the Treasury, Federal Reserve banks, and any other 
department or agency of the Government (including any new agency he may 
create) all functions of the RFC in connection with this program. If, however, 
the President does not effect such transfer within 120 days after enactment of 
the bill, such functions automatically are transferred to the Secretary of the 
Treasury for operation. 

\s to the powers of the RFC under the Federal Civil Defense Act of 1950, 
the bill provides that the RFC shall continue to exercise them until 120 days 
after enactment of the bill, thereafter they are transferred to the Secretary of 


the Treasury for operation. A special provision of the bill direets RFC to transfer 
to the Air Foree, without reimbursement, the North Grafton, Mass., industrial 
plant (Planeor 2304). The bill further provides that no proceeding against 


RFC shall abate when the life of the Corporation ends and allows the court 
within 12 months after that date to permit the action to be maintained against 
the Government agency then performing the RFC functions involved in the suit. 

The RFC Administrator is required to make a report to the Congress upon 
the termination of the life of the RFC, and quarterly reports are required from 
the Secretary of the Treasury while he is liquidating the Corporation. 





ANALYSIS OF THE Bit. S. 1376, Tro ABOLISH THE LENDING ACTIVITY OF THI 
RECONSTRUCTION FINANCE CORPORATION 


Section-by-section analysis of the bill entitled ‘‘A bill providing for the dissolu- 
tion of the Reconstruction Finance Corporation and the transfer of certain 
functions related to national defense heretofore vested in the Reconstruction 
Finance Corporation.’ 

Section 1 


This section provides a short title to the bill}which is ‘‘Reconstruction Finance 
Corporation Liquidation Act.” 
Section 2 


Subsection (a) amends section 3 (a) of the RFC Act with respect to the date 
upon which succession of the Corporation shall terminate. Existing law provides 
that the RFC shall have succession ‘“‘through June 30, 1956.’’ Subsection (a) of 
ie bill amends existing law by providing that the RFC shall have succession 
until the close of business on the one hundred and twentieth day following the 
date of enactment of the Reconstruction Finance Corporation Liquidation Act.” 

Subsection (b) amends section 4 (f) of the RFC Act by providing that the 
lending powers of the Corporation under section 4 of the act (the general lending 
authority) shall terminate at the close of business on the date of enactment of the 
Reconstruction Finance Corporation Liquidation Act. Section 4 (f) presently 
provides that such termination of lending powers shall occur at the close of 
business on June 30, 1954. 

Subsection (ec) provides that the liquidation of assets and winding up of affairs 
of the RFC shall be carried out in accordance with sections 9 and 10 of the RFC 

t ‘ 1at the unused balance of moneys belonging to the Corporation 
such sections to be paid into the Treasury as miscellaneous receipts 
shall be used instead for the reduction of the public debt. . Section 9 of the RFC 


Act directs the Board of Directors of the RFC to liquidate the assets of the 
Corporation and wind up its affairs in the event that its lending powers under 
section 4 are terminated prior to the expiration of succession of the Corporation. 
Section 10 directs the Secretary of the Treasury to complete the liquidation if not 
completed prior to the termination of succession of the Corporation. Under 


existing law the Board of Directors have 2 years, from June 30, 1954, to June 30, 
1956, to liquidate the assets and wind up the affairs of the Corporation. Under 
the bill the Board of Directors, or the Administrator of the RFC as the case may 
be, will have 120 days after the enactment of the Reconstruction Finance Corpora- 
tion Liquidation Act to liquidate the assets and wind up the affairs of the Corpora- 
tion, and at the end of such 120-day period the task will be assumed by the 
Secretary of the Treasury under section 10 of the RFC Act. 

It would appear to be very clear that under section 10 of the RFC Act, which 
gives the Secretary of the Treasury all the powers and duties of the Board of 
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« 


Directors of the RFC for the purpose of liquidating and winding - the affairs 
of the Corporation and requires provision to be made for all the Corpor: ation’s 
legal obligations, the Secretary of the Treasury would have the power and the duty 
to make disbursements on purchases of securities and obligations, on loans, or 
upon commitments or agreements (including deferred participation agreements 
to make such purchases or loans, which constitute legal obligations of the Corpo- 
ration made prior to the termination of its lending powers. Such power would 
include all ‘‘servicing’”’ functions necessary to protect the interests of the Govern- 
ment and to carry out its legal obligations. In this connection it may be noted 
that section 4 (f) of the RFC Act, which has been amended by the bill only by 
changiig the date of the termination of the Corporation’s lending powers, provides 
that ‘‘the termination of such powers shall not be construed (1) to prohibit dis- 
bursement of funds on purchases of securities and obligations, on loans, or on 
commitments or agreements to make such purchases or loans, made under this 
act prior to the close of business on such date, or (2) to affect the validity or per- 
formance of any other agreement made or entered into pursuant to law.’ It 
would appear to be quite clear that the foregoing language imposes a duty upon 
the Board of Directors, or the Administrator, of the RFC, as the case may be, to 


make disbursements on existing obligations of the Corporation during liquidation, 
which duty devolves upon the Secretary of the Treasury under the provisions of 
section 10 upon the expiration of succession of the Corporation. 

Subsection (d) permits the Secretary of the Treasury, in aid of orderly liquida- 
tion, to exercise a sound discretion in respect of the time which shall be allowed 
any obligor of the RFC to make interim payments on an outstanding obligation. 
However, the Secretary is specifically denied the power to extend the maturity 
date of or renew any loan made, or other obligation purchased, by the RFC 
beyond the date provided in the loan contract or other agreement. ‘The sub- 
section is designed to provide some guidance to the Secretary, and to remove an) 
question that might arise, in respect of the amount of discretion _ he may ex- 
ercise in the collection of sums owing on outstanding obligations of the Corporation. 

Subsection (e) is designed to permit the Secretary of the Treasury to use funds 
of the Corporation for all administrative expenses necessary to carry out the 
functions vested in him as a result of the enactment of the bill. Such funds 
would include the balance of any administrative expense authorizations available 
to the Corporation at the time the Secretary assumes his functions. This will 
eliminate the necessity for Congress to appropriate funds for such pi irpose, but 
congressional supervision of the amounts to be allowed is not thereby sacrificed 
The provisions of the Government Corporation Control Act are made applicable 
for the purpose of giving Congress, through its usual appropriation channels, 
the opportunity to scrutinize and place limit: ations upon such expenses to be in- 
curred by the Secretary in the same manner as Congress now places limitations 
on the administrative expenses of the RFC, 


Section 3 


This section disposes of those functions now exercised by the Corporation 
which were not conferred by the RFC Act, as amended, and which may be 
described as operating rather than lending functions. The section provides 
that the funetions of the RFC with respect to the rubber program, the tin pro- 
gram, and the abacd program are to be transferred to the Secretary of Commerce. 

As a matter of form section 3 is modeled after section 305 of 8. 3936, Eighty- 
first Congress (defense production bill), as reported from the Committee on 
Banking and Currency. Section 305 provided for the transfer of such operating 
unctions to the Secretary of Commerce. However, section 305 of S. 3936 was 
deleted by floor amendment and does not appear in the Defense Production Act. 

The rubber, tin, and abac4 programs are the principal operating, as distin- 
guished from lending, functions now performed by the RFC. This section serves 
to designate the agency which shall perform the functions now exercised by the 
RFC with respect to such programs. Further, it removes any possible construe- 
tion which, in the absence of such section, might be placed on the bill to the 
effect that such programs, insofar as they are administered by the RFC, are 
to be terminated. 

This section is made effective as of 120 days after the date of enactment of the 
bill. This will permit the Secretary of Commerce to prepare for the assumption 
of the new duties vested in him by this section. Prior to the expiration of the 
120-day period, the RFC will continue to carry out its funetions in respect of the 
rubber, tin, and abacé programs. 
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Section 4 

This section provided for continuity of the defense production loan program. 
The RFC is currently performing functions in respect to such program under 
authority of section 303 of Executive Order 10161. By such Executive order 
the president vested in the RFC the functions conferred upon him under section 
302 of the Defense Production Act of 1950. 

This section of the bill provides that the President may at any time provide 
for the transfer of this program to the Secretary of the Treasury, the Federal 
Reserve Banks, or any existing department, agency, official, or corporation of 
the Government, or to a new ageney (other than a corporation). Accordingly, 
it gives the President as wide a discretion in respect to the ageney which shall 
administer the program as he has under the Defense Production Act of 1950. 
However, if the President does not make provision for the transfer of the program 
within 120 days after the date of enactment of the bill, the program passes to the 
Secretary of the Treasury. The President may still transfer the program at 
any time to any other ageney as he sees fit. The RFC under the provisions of 
this section, will continue to administer the program in accordance with its 
existing authority until the President provides for its transfer, or until 120 days 
have elapsed after the enactment of the bill, whichever occurs first. 

The policy sought to be achieved in this section is (1) at no time shall there be 
a gap in the administration of the defense loan program as a result of the enact- 
ment of this bill, and (2) the President shall still have his present broad authority 
to vest this program in the agency of the Government (other than the RFC) 
which he determines is best adapted to perform the necessary functions. 


Section 5 


This section provides for the continuity of the civil defense loan program. 
Section 409 of the Federal Civil Defense Act of 1950 authorizes the RFC; upon 
certification of the Federal Civil Defense Administrator, to make loans (including 
participations therein and guaranties thereof, and purchases of securities) for 
the purpose of aiding in financing projects for civil defense purposes. 

Section 5 permits the RFC to continue to administer this program but for only 
120 days after the enactment of the bill at which time the succession of the Corpo- 
ration will expire. Thereupon the whole program passes over to the Secretary 
of the Treasury who is directed to administer it in accordance with the provisions 
of section 409 of the Federal Civil Defense Act of 1950. 


Section 6 


Section 12 of the RFC Act authorizes the Corporation to exercise the functions, 
powers, duties, and authority previously exercised by certain corporations created 
by the RFC during the war, including Defense Plant Corporation, Metals Reserve 
Company, Rubber Reserve Company, and Defense Supplies Corporation, but only 
with respect to programs, projects, or commitments outstanding on June 30, 1947. 

The budget for fiscal year 1952 reveals the following with respect to the current 
status of these functions: 

Liquidation of war and related activities (authority sec. 12. Public Law 1382, 
80th Cong.).—This program will be largely completed during the fiscal year 1951 
and 1952. As of June 30, 1950, there remained for liquidation the following 
groups of assets and liabilities with total acquisition or book costs of $124,777,028 

exclusive of contingent assets and liabilities amounting to $21,418,339 


1. Aluminum and magnesium forgings plant - ; $4, 267, 230 
2. Other plants and equipment 52, 134, 019 
3. Miscellaneous inventories of property 1, 041, 219 
1. Loans, advances and receivables 38, 421, 680 
5. Other assets 21, 102, 419 
6. Liabilities related to the above programs 7, 810, 461 


Aluminum and magnesium forgings plant.—It is expected that this plant will 
be disposed of by transfer to the Department of Defense during the fiscal year 
1952. 

The foregoing indicates that the section 12 program of the RFC is now in 
liquidation, but that it is expected to transfer an aluminum and magnesium 
forgings plant to the Department of Defense during 1952. Consultation with 
the Bureau of the Budget reveals that the continued operation of the plant, at 
North Grafton, Mass., is considered vital by the Air Force and that a bill now 
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before the Senate, S. 312, authorizes among other things its transfer to the 
Department of the Air Force. 

Section 6 of the bill provides for the transfer of this particular plant to the 
Air Force. The language is in substantial conformity with that contained in 

312. It will be noted that this section reserves from the transfer “inventories 
of raw materials,and work in progress.”’ The Bureau of the Budget states that 
the reason for such a reservation is that the RFC has borrowed money from the 
Treasury to finance current inventories of raw materials and work in progress. 
Therefore, as written, the section would require the RFC to dispose of the plant 
and equipment during the 120 days of its continued existence, after the termination 
of its lending powers, but to retain control over current inventories in order to 
satisfy its outstanding obligation to the Treasury in respect of such inventories. 
If during the 120-day period the RFC did not succeed in liquidating such inven- 
tories and satisfying its debt to the Treasury in respect of such inventories, 
those inventories would pass, under the general terms of the bill, to the Secretary 
of the Treasury for liquidation. 

It was not felt that special treatment was required in respect of any of the 
other section 12 functions of the RFC. They are apparently now in liquidation 
and under the terms of the bill will be completely liquidated by the Secretary 
of the Treasury in the event that complete liquidation is not accomplished 
the RFC prior to the termination of its succession. 


Section 7 


While rule 25 (d) of the Federal Rules of Civil Procedure deals generally with 
the matter of substitution of parties where a Federal officer succeeds to the func- 
tions of another Federal officer who is a party to a suit, there is some doubt whether 
the provision is applicable in cases where a Government corporation, as distin- 
guished from a Government officer, is a party to a proceeding and is succeeded 
by a Government officer. In order to resolve such doubt, this section of the bill 
has been added to make it clear that suits, actions, or other proceedings lawfully 
commenced by or against the Corporation prior to the expiration of its suecession 
shall not abate by reason of such expiration of suecession. 


Section 8 

This section requires the Administrator of the RFC, or the Board of Directors 
of the RFC, as the case may be, to make a full report to the Congress upon 
expiration of the Corporation’s succession. It further provides that during the 
period of time that the Secretary of the Treasury is engaged in liquidating the 
assets and winding up the affairs of the Corporation, he shall make quarterly 
‘“‘progress’’ reports to the Congress. 

The CHarrMan. Mr.-Eccles, you may proceed in your own way. 

Mr. Eccies. Mr. Chairman and members of the committee: | 
appreciate the opportunity to appear here this morning and give my 
reasons why I feel that the Reconstruction Finance Corporation should 
be abolished. I am speaking for myself and not for the Federal 
Reserve Board. I am speaking as one who has been in Government 
service for the past 17 years and who, during that entire period, has 
taken an active part in helping to solve the problems of maintaining 
economic stability within the framework of our democratic capitalistic 
society. I have, ever since the termination of the war, viewed with 
grave misgivings the continuation and expansion of the Government 
in the field of private lending. There are sound and indisputable 
reasons why the RFC should be abolished. With your permission 
I shall present, as briefly and directly as possible, what I consider the 
most important reasons. 

Throughout the postwar period, and particularly since the Korean 
invasion, the aiae has experienced a most serious inflationary de- 
velopment. This was brought about by too much money and credit 
in the hands of the public re elative to the goods and services available 
in the market. The RFC, instead of liquidating its outstanding 
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credits during this period, added to inflationary pressures by extending 
its lending activities and those of its affiliate, FNMA. Inflation has 
greatly depreciated the purchasing power of the dollar, and as a 
result the cost of living has increased approximately 45 percent since 
the end of the war. This has been a most serious and unjustified 
development, and should not have been permitted; this inflation has 
worked a grave injustice upon large numbers of our people; it has 
injured most the aged, the pensioners, the widows and the disabled 
the most helpless members of our society. Inflation diminishes our 
incentives to work, to save, and to plan for the future, and in so doing 
undermines the very foundations of our free democratic society. 

With a rapid increase in defense expenditures immediately con- 
fronting us, prevention of further inflation will be difficult. If it is to 
be avoided, all of us must support fiscal, monetary, and credit measures 
essential to its control. With full utilization of our manpower and 
raw materials, it is imperative that the Federal cash budget be main- 
tained on a pay-as-you-go basis. ‘This is necessary to assure the 
transfer of funds from the civilian economy to the Government to 
pay for the goods and services that are transferred. Otherwise, more 
funds will accumulate in the hands of the public than there are goods 
and services available for the public to buy. Such a condition will 
lead to further inflation. To prevent such a development, taxes have 
already been raised and will have to be raised further to keep pace 
with the increase in defense expenditures. 

However, the success of an anti-inflationary program depends on 
more than a balanced budget. Despite the existence of a substantial 
budgetary surplus since Korea, a very rapid growth of bank credit 
has intensified inflationary pressures. As taxes increase, efforts to 
offset the resulting reduction in incomes give rise to increased demands 
for all types of credit, thereby tending to minimize the effects of a 
balanced budget. For this reason, an adequate program of credit 
restraint is essential to the success of a pay-as-you-go tax program. 

Such a program of credit restraints has been developed, including 
control of consumer credit through regulation W. of real estate mort- 
gage credit through regulation X, and of business credit through the 
voluntary-credit-restraint program provided for in the Defense Pro- 
duction Act of 1950 and under the supervision of the Federal Reserve 
Board. The need of further legislation to curb the growth of bank 
credit is being considered. Most important of all, the monetary 
and fiscal authorities have just recently reached an accord with refer- 
ence to the management of the public debt that may go far toward 
curbing bank-credit expansion, providing a balanced budget is main- 
tained. All of the measures so adopted have received endorsement 
and support in congressional and financial circles, as well as by the 
general public. 

The Government is obviously very inconsistent when it acts to 
balance the Federal budget and restrain credit expansion to prevent 
inflation, while at the same time continuing in force and effect lending 
activities of Government agencies such as the RFC. There is no 
logical justification for restricting the flow of good private credit, and 
at the same time permitting and encouraging the granting of unjustified 
and unsound loans by Government agencies to the private economy. 

We must recognize that the conditions under which the RFC eame 
into existence were very different from those prevailing at the present 
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time. It was established in the depths of the greatest economic de- 
pression in our history for the purpose of providing emergency financial 
assistance to banks and other financial institutions. Subsequently, 
its authority was broadened to include loans to nonfinancial business 
concerns under certain conditions. Because there were many weak- 
nesses in our economic system in the early thirties, no one seriously 
questioned the need for a te nporary Governme ‘nt agency designed to 
assist the country In an economic emergency which was forcing all 
financial institutions, as a matter of self-preservation, to liquidate all 
outstanding credits. 

We have long since recognized and corrected many of the weak- 
nesses that brought about our economic collapse in the thirties. We 
have greatly strengthened our commercial banking system and pro- 
vided for insurance of bank deposits; we have provided for regulation 
and supervision of security flote —— and the operation of the organ- 
ized securities exchanges; and the Government has recognized by 
statute its obligation to assist in the maintenance of maximum em- 
ployment and has provided extensive social security for a large num- 
ber of the people. In addition, we have improved our techniques and 
gained valuable experience in the use of monetary, credit, and fiscal 
policies for purposes of achieving and maintaining economic stability. 
For these and other reasons, the necessity for continuing the RFC as 
an emergency financial institution no longer exists 

The problems confronting the country today are the very opposite 
of those which confronted the country when the RFC was first 
established. In our present situation, the operations of the RFC, as 
well as those of FN ALA, in continuing to put additional funds into the 
spending stream, only intensify the already difficult problem of curb- 
ing credit e xpansion. Having long since outlived its usefulness to the 
economy, the RFC should be abolished without further delay. 

There is no real place in a private-enterprise economy for direct 
Government lending to the private economy, anv more than there is a 
place for direct Government ownership of the means of production. 
[ do not want to imply that in a war period or defense per ‘od there may 
not be a need for Government to build specialized plants such as 
atomic energy plants and other specialized activities. 

Senator Futspricur. How about hydroelectric dams? 

Mr. Eccuss. I think that that should be left so far as possible to 
your private agencies. I think where there is flood control involved, 
navigation and other factors, that may make it a matter of public 
expenditure that could not put it upon the basis of strictly private 
ownership. 

Senator Futpricut. Do you think the Government should not have 
built the Hoover Dam? 

Mr. Eccuies. You have there 

Senator Futsrieutr. You built it, did you not? 

Mr. Eccies. Well, I was connected with one of the companies that 
was a contractor. I think vou have there a situation where there was 
a flood-control factor involved. 

Senator Futpricur. That is all incidental, is it not? 

Mr. Eccues. Also, you were in the bottom of a depression where it 
could not have been privately financed under any circumstances. 

Senator Futspriegur. How about the Grand Coulee Dam? Does 
the same thing apply there? 
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Mr. Eccues. I think a good deal; it is very closely related to the 
Boulder Dam. 

Senator Futsricutr. There is no appreciable flood control in any of 
those Columbia River projects; are there? They are primarily power 
are they not? 

Mr. Eccues. There is some power and some irrigation, and there is 
flood control, too. It is a combination, as I understand it. 

Senator Futsricut. Do you think the Government should not 
build such projects? 

Mr. Eccies. No, lam not saying that. Iam not saying that. 

Senator FuLsricgut. Your previous statement was that they should 
not own any sources of production. 

Mr. Eccues. I said the means of production; that is right. 

Senator Futsrieut. Well, they produce electric power which is one 
of the most important commodities in our modern industrial system; 
is that not right? 

Mr. Eccues. I think that it may be necessary, where private capital 
cannot undertake it, because of a proper motive, but I think where it 
is a question- 

Senator Fu.tsricutr. That is exactly the theory of the RFC; is it 
not? 

Mr. Eccues. I think where it is the question of a subsidy for under- 
taking a business activity that private capital is already in and is 
already undertaking as a competitive matter with other business affairs 
it is entirely not justified. 

Senator Futsrient. That is the whole theory of RFC because in 
the area in which we are interested there is a gap in the credit struec- 
ture, is there not? 

Mr. Eccxies. I do not think so, not at the present time. 

Senator Futpricgur. When did you change your mind about that? 

Mr. Eccies. I do not think there has been a gap for years. 

Senator Futsrigur. When did you change your mind? You once 
thought there was a gap, did you not? 

Mr. Ecexies. I think during the depression when you had mass 
unemployment and you had a deflation, as I have indicated here, that 
the RFC may have served its purpose. 

Senator Futsriant. There was not any deflation in 1947, was there? 

Mr. Eccres. In 1947 there was not, and I was certainly not favor- 
able to the 

Senator Fu_srieutr. You thought at that time there was a gap, 
did you not? 

Mr. Eccies. I suggested in 8. 408 that it be substituted for 13 (b) 
of the Federal Reserve Act. 

The CHatrMan. Well, let us get this straight. 

Senator Futsricut. Mr. Chairman I wanted-—— 

The CuatrMan. I hope Mr. Eccles could finish. 

Senator Futsricut. | thought he was through. 

Mr. Eccies. No. 

Senator Futsricgur. Could not I read in one paragraph, Mr. 
Eccles’ own statement in 1947 about this crucial matter as being a gap? 

The CHatrMan. With no objection it is so ordered. I thought we 
could finish this. 
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Senator Futsprieutr. One paragraph, because he has pointed out the 
issue. This is from Mr. Eccle’s testimony on April 17, 1947, and I 
read from his opening statement: 


It is important to emphasize that the principal purpose of the bill is to make 
term loans especially to smaller businesses for the purposes of providing them with 
necessary capital that they could not otherwise obtain. 


1 emphasize this next sentence: 


It will fill a gap in private financing that now exists in enabling these enterprises 
to obtain essential financing. The costs of going to the capital market for small 
businesses are prohibitive. Likewise, many banks properly fee! that they cannot 
extend some term credit of from 5 to 10 years without some protection as provided 
by this bill. It amounts to a form of spreading the risk by providing insurance 
for a fee. It is not the purpose of this bill, however, to provide guaranties 
through the short- or long-term financing which banks can and should extend 
without assistance. 


Mr. Eccles, for whom I have the highest regard, convinced me then 
and subsequently, and being also a very prominent banker, that 
there is a gap, and I believe there is a gap in the structure which the 
REC is filling. 

Mr. Eccues. I would like to suggest with respect to the statement 
the Senator refers to that the whole statement be put in the record. 

The CuarrmMan. Without objection that may be put in the record. 

(The material referred to follows: ) 


STATEMENT OF MARRINERS. EccukEs, CHAIRMAN, BOARD OF GOVERNORS, FEDERAL 
RESERVE System, ON 8. 408 


Mr. Chairman and members of the committee, [ am glad to have an opportunity 
to appear here this morning in order to urge the passage of 8. 408. 

The bill has two sections. The first one repeals section 13b of the Federal 
Reserve Act and provides for the return to the Treasury of approximately 
$139,000,000 that was set aside from the gold increment to enable Federal Reserve 
banks to make direct loans to industrial and commercial businesses. The second 
section of the bill substitutes for the direct lending authority a provision which 
would enable Federal Reserve banks to guarantee in part loans by chartered banks 
particularly to small- and medium-size businesses that need capital for periods up 
to 10 years. 

It is important to emphasize that the principal purpose of the bill is to make 
term loans especially to smaller businesses for the purpose of providing them with 
necessary capital that they could not otherwise obtain. It will fill a gap in private 
financing that now exists in enabling these enterprises to obtain essential financing. 
The costs of going to the capital markets for small business are prohibitive. 
Likewise, many banks properly feel that they cannot extend some term credits for 
from 5 to 10 years without some protection as provided by this bill. It amounts 
to a form of spreading the risk by providing insurance for a fee. It is not the 
purpose of this bill, however, to provide guaranties for either short- or long-term 
financing which banks can and should extend without assistance: 

The basic need of the smaller, independentiy owned business enterprises is for 
long-term funds. Some businesses need funds for modernization of plant and 
equipment and additional facilities. The need also arises from the sharp increase 


in prices and greatly expanded volume of business resulting in a much larger 
volume of accounts receivable and of inventories. Because of these various 


factors many enterprises whose financing needs have ordinarily been met through 
current borrowings now need a funding of their short-term obligations into a term 
loan. 

Owners of small enterprises, as a rule, prefer to obtain funds on a loan rather than 
on an equity basis because they do not wish their stock ownership to be dilutes 
or to run the risk of losing control of the business. Term loans amortized out o 
profits meet this need. This type of financing is particulariy suitable for small 
businesses that need a substantial period of time to retire loans by gradual re- 
payment from earnings. 


a 
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There has been considerable objection from some of the larger banks to S. 408 
on the ground that the smaller banks, in cases where the amount of the loan was 
beyond their legal limit, would resort to the guaranty even though the loan was of 
such quality that it could be made without the guaranty by giving participations to 
their correspondent banks or other banks in the community. In order to meet this 
objection, the Board recommends that the committee adopt the suggestion of the 
Federal Advisory Council of the Federal Reserve System by inserting in the bill a 
provision that the guaranty shall only be available ‘“‘when it appears to the 
satisfaction of such Federal Reserve bank that the business enterprise is unable to 
obtain requisite financial assistance on a reasonable basis from the usual sources.”’ 

The Board also favors the recommendation of the Federal Advisory Council 
that the bill be amended to provide that the guaranty be restricted to “chartered 
banking institutions’? only and not to “any financing institution” as provided 
in the bill. 

It should be borne in mind that the Reserve System has had the authority 
under 13b for the past 13 years to make direct loans or to make commitments to 
purchase loans made by private banks. On principles, we feel that the private 
banks should originate and make the loans based on their credit judgment, and 
that neither the Federal Reserve banks nor any other governmental agency 
should extend such credits directly. 

Section 13b, moreover, is not adapted to present-day needs. It limits the 
extension of credit to loans for working capital only and provides that loans cannot 
be made for more than 5 years and can be made only to established businesses. 

The proposed bill does not call for Government appropriations and, therefore, 
no drain on the Federal budget is involved. The Reserve banks would use their 
surplus funds as a basis for the guaranties, and should losses be sustained they 
would first come out of the fund created by the guaranty fees charged. If this 
were not adequate, losses would be met out of the Reserve banks’ net earnings or 
surplus. Iam sure that this responsibility placed on the officers and directors of 
the Reserve banks, under regulations and supervision of the Board of Governors, 
will not encourage easy _and unsound credits on the part of the private banks. 

Under section 13b Federal Reserve banks handled some 3,500 applications for 
commitments and advances aggregating about $560,000,000. Similarly, under 
the V-loan program, 8,771 authorizations for guaranties of war production loans, 
agvregating nearly $10,500,000,000, were hand!ed. The interest and fees colleeted 
in connection with this total of about $11,000,000,000 of operations were more 
than sufficient to cover expenses and losses and to show some profit. In other 
words, the record is not one of loose lending. 

This bill, of course, does not place the Reserve banks in competition with the 
private banking system. Credit judgment and responsibility would remain pri- 


marily with the lending bank. Loans guaranteed would originate with local 
banks dealing with local people whom they know and with whose character, 
capability, and capacity they would be familar. A Federal Reserve bank could 
not guarantee any loan unless requested to do so by the local bank. If ap- 


proved by the Reserve bank the guaranty would be made promptly available 
without referring the matter to anv agency in Washington. Each loan would 
have to be passed upon by the Federal Reserve bank. ‘There would be no 
blanket approval. The 12 Federal Reserve banks and their 24 branches pro- 
vide a regional organization through which local financing institutions in all parts 
of the country would have convenient access to a guaranteeing ageney if needed. 
The Federal Reserve Svstem, which is a permanent organization created by Con- 
gress and responsible to Congress, is especially qualified to provide this service 
because of its close contacts and daily relationships with banking institutions. 
Its responsibilities for maintaining sound credit conditions, so far as its powers 
permit, make it the appropriate ageney for this purpose. 

\s in the case of war-production loans under the V-loan program, a maximum 
interest rate would be set for guaranteed loans. The present maximum rate 
under section 13b is 5 percent and it is contemplated that the initial maximum 
rate under the new legislation would be the same. Within this limit, which 
may be subject to change with changing conditions, interest rates would be de- 
termined by the borrower and the bank. Guaranty fees charged would be spec- 
ified percentages of the interest rate, graduated according to the percentage of 





the loan guaranteed. The method would be similar to that used in the V-loan 
program, when guaranty fees ranged from 10 to 30 percent of the interest rate, 
according to the percentage of the guaranty. This has been and would be the 


operating procedure. 
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It is evident, therefore, that the lending banks must carty some portion of the 


loans without guaranty and this will be a deterrent on their making undesirabl 
and risky loans. The steeply graduated guaranty fees will induce banks to carry 
as much of the risks as possible and thus cause them to exercise careful judgment 
and prudence in passing upon credits. 

Business and credit conditions at present and at some other times may not be 
such as to require extensive use of the guaranty authority. However, the Re 
serve banks should have a stand-by service of this kind to rend busines 
and industry when necessary. The amount of long-term funds that individua 
enterprises may need is often relatively small Many loan demands do not e: 
ceed $10,000 and relatively few exceed $100,000. The bill is intended and 
designed primarily to help the smaller enterprises. ‘The larger ones, as a rule 
do not ne¢ d this sort of assistance because thev can go to the capital marke mda 
raise funds either by bonds or ¢ quity financing. 

The guaranty service, as provided in this bill, would be availabl the future 


as it has in the past, without discrimination for all banks, whether members of 
the Federal Reserve System or not. 


It would be ill-advised and shortsighted, in my opinion, for Congress to repeal 
section 13b in order that the $139,000.000 of Government funds thereunder may 
be returned to the Treasurv and fail to provide this proposed alternative au 
thority to the Federal Reserve banks. The proposal is the 1! l t long and 
extensive experience which the Federal Reserve Svstem has had in connectio 
with the loan-guaranty principle. It is a tried and tested principk emplified 
in Federal Housing Administration loans as well as in loans to veterans his 
bill is a means of aiding the private banking svstem of this country to meet 
particularly the longer term financing needs of the smaller business institutions 


without assuming excessive risks. 


Senator Futsricutr. Those are your words, are they not? 

Mr. Eccxes. 1 would like that all to be put in because | think that 
the whole statement needs to be in. 

Senator Futsricutr. | had known Mr. Eccles very well and he 
persuaded me of that view, and | followed in his footsteps | wondered 
when he changed his mind about this matter because he was definitely 
of the view that there was a gap in that area which | was talking 
about in my State. It is exactly the same view that in that area 
around from 100 to 500 thousand dollars those little companies not 
large enough to go to the great money markets in New York, and vet 
too large for the local bank, and they had a difficult time furnishing 
their credit requirements. I am sure that Mr. Eecles felt that way in 
1947 because it is not only that statement, but 1 have discussed this 
matter at some length. 

Mr. Eccues. 1 would like an opportunity to discuss that point that 
the Senator raises when I finish this statement. 

The CuarrmMan. Go ahead and do it right now, Mr. Eccles, because 
I have read on through your statement, and I have one or two thoughts 
about FNMA. 

Mr. Eccues. I would like to finish the statement and then I would 
like to comment upon the Senator’s remarks. 

The Cuarrman. I do have to leave at 5 minutes to 12, but you go 
right ahead with your statement. I have read ahead. 

Mr. Eccues. I will be through in a few minutes. 

Government participation in either activity is socialistic in nature 
and will, if continued and expanded, weaken and ultimately destroy 
the private free-enterprise system. ‘The Government’s function ts 
to regulate and supervise the activities of private enterprise in the 
public interest, and not to own and operate tax-free financing and 
production facilities in competition with those that are privately 
owned and operated and are taxed 
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The CHarrMAN. We do not intend to do that, Mr. Eccles. 

Mr. Eccies. We might feel differently about the RFC if our private 
financing facilities and resources were unable to provide the credit 
required to utilize as fully as possible the labor and materials available 
in the economy. But such is not the case at the present time. It 
may be the case some time in the future, but it is not the case now. 
That is why we are getting an inflationary situation. 

There are located throughout the United States more than 14,000 
commercial banks, over 600 life-insurance companies, more than 500 
mutual savings banks, and nearly 6,000 savings and loan associations. 
In addition, there are numerous mortgage companies, sales finance 
companies, industrial loan association, and other financing institu- 
tions. Each and every one of them, operating with funds obtained 
from private sources and in competition with numerous other insti- 
tutions, is engaged in extending credit in accordance with self- 
surviving and profit motive lending and investment policies to meet 
all of the legitimate needs of a private enterprise economy. The very 
fact that these financing institutions are competitive and derive their 
earnings from the loans and investments which they make is in itself 
an assurance that the necessary credit requirements of the economy are 
being, and will continue to be, met. The combined resources at the 
disposal of these institutions are enormous; as of December 31, 1950, 
the commercial banks, life-insurance companies, mutual-savings banks, 
and savings and loan associations alone held over 290 billion dollars 
of loans, investments and other assets, and they are adding billions of 
dollars to these assets every year. 

To continue the existence of the RFC in competition with our 
private financing institutions is completely indefensible if we really 
believe in our private enterprise economy. ‘This is because the 
RFC’s only source of funds is the Federal Treasury, while the Treas- 
ury’s only source of funds is the private economy through tax collec- 
tions or by borrowing to meet a budgetary deficit. Using these funds 
to make loans that cannot be secured in a free market means in effect 
that the RFC is employing funds obtained from the entire public in 
making questionable loans for the benefit of a select few. It is ob- 
viously unfair for the Government to subsidize with credit those 
business concerns which cannot stand on their own feet, but never- 
theless are competing for sales and profits with concerns that have to 
obtain the funds they use in the private market. In other words, 
privately financed business concerns are called upon to provide in- 
directly through the Government part of the funds used by their 
competitors who receive RFC loans. 

As the Government does not own the business enterprises which it 
finances by means of direct or guaranteed loans, any profits from their 
operations accrue to the private owners. But, if the loan eventually 
proves to be a loss, either in part or in whole, the Government, and 
ultimately the taxpaver, suffers the amount of such loss. There 
have been conspicuous examples of borrowers from RFC who made 
great profits through the use of the taxpayers’ money, as well as of 
borrowers who incurred substantial losses at the expense of the 
taxpayers. If we are going to be socialistic in some of our economic 
activities, it had better be by going into business directly where the 
profits as well as the losses accrue to the taxpayer, instead of indirectly 
through providing unjustified credit where only the losses accrue to 
the taxpayer. Iam vigorously opposed to either form of socialization. 
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The RFC obtains its funds without cost—that should be capital 
funds, I think it pays on some of its borrowings—from the taxpayer 
and pays no taxes of any kind on its operations, while privately owned 
and operated financing institutions must raise their capital in the 
private market and pay in interest and dividends whatever is required. 
They must also pay their share of local as well as Federal taxes. 
Quite obviously, a company operating with an abundance of free 
capital on a tax-free basis during a period of inflation can make its 
earnings appear to be much better than a careful analysis of the facts 
would warrant. 

Perhaps the argument most frequently heard in support of the 
RFC’s continuance is the aid which it provides to small businesses, 
which presumably are unable to obtain financial assistance from any 
other source. However, if we examine the reports of the RFC we 
find that while the number of loans made to small businesses is large, 
the dollar volume of such loans is small relative to the total amount of 
loans granted or outstanding. In other words, the bulk of the funds 
loaned by RFC have gone to large, rather than small, businesses. 
Moreover, it is the considered opinion of experts in the field of small 
business financing that what small businesses need primarily is man- 
agerial and technical assistance rather than more money. To en- 
courage inefficient utilization of financial resources by small business 
is wasteful, extravagent and in the end unproductive. The RFC does 
not have the specialized facilities required to provide adequate 
managerial and technical assistance to small business, and it should be 
left to private enterprise to develop them, as well as to supply what- 
ever capital and credit are needed, especially under present conditions. 
I am speaking of the inflationary conditions at the present time. 

One of the most striking facts brought to light during the recent 
investigation of the RFC is the extent to which its lending activities 
have been subject to political influence. The RFC is designated to 
make or guarantee loans to creditworthy borrowers who cannot 
secure credit on reasonable terms from customary sources. Under 
this arrangement heavy political pressures have been brought to bear 
by and on behalf of borrowers who expect to benefit from the credit. 
The problems of a public lending agency, as compared with a private 
one, are immeasurably increased by such pressures. If only sound and 
justifiable loans were granted, there would be great criticisms of the 
RFC by the would-be borrowers and their political representatives 
If it does grant questionable loans in response to political requirements, 
then, as the recent investigation has shown, it will be bitterly criticized 
by the public. So long as there is a Government lending agency like 
the RFC there will be great and undeniable demand for unsound and 
unjustified credit. This will put all Members of Congress under more 
or less political pressure to assist applicants in receiving such credit. 
[ should think in these circumstances Members of Congress would be 
the first ones to want to liquidate the RFC and be relieved of the 
pressures which only add to their responsibilities and can serve no 
useful public purpose. 

Aside from the economic considerations which I have enumerated 
there are strong collateral reasons for abolishing the RFC. It has 
ulready been demonstrated that where a Government agency has 
wide discretion in loaning large amounts of funds to the voting public, 
its ethical and moral standards deteriorate over a period of time as a 
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result of inevitable political pressures. This has the unfortunate 
effect of tending to destroy the confidence of the people in their 
Government. 

In letting defense contracts, priority should be given to those prime 
contractors or subcontractors who have the necessary skill, productive 
facilities, and financial resources. However, it may be found neces- 
sary, as in World War II, to facilitate defense production by giving 
some contracts to those who do not have adequate financial resources 
and cannot obtain them from private financing institutions. In 
such cases, some Government help may be essential, but it should be 
provided in the form of a Government guaranty of private credit and 
not by a direct Government loan. Such guaranties would be most 
effectively handled under a single program, such as that authorized 
by the Defense Production Act of 1950. This provides for a guaranty 

loans by eight agencies engaged in defense activities, using the 
Federal Reserve banks as fiscal agencies in arranging the guaranties. 
This is the same as the regulation V program which was used so 
effectively in World War Il. Under this regulation the Federal 
Reserve banks and their branches throughout the country gained 
extensive experience in authorizing guaranties on 8,800 loans, amount- 
ing to over $10 billion. The net result of the V—loan operation was 
a net profit of $24 million from the loan-guaranty fees charged, after 
deducting all expenses and losses. 

Under the V-loan program, a defense contractor or subcontractor 
engaged in defense production who is unable to obtain the necessary 
credit may apply for a guaranteed loan to his local bank or other 
private financing institution. The local Federal Reserve banks, 
acting as fiscal agents for those Government agencies which are loan 
guarantors, review and recommend action to be taken on loan applica- 
tions. Uponapproval by the guaranteeing agency of the Government, 
the private banks advance the full amount of the loan and a fee is 
paid covering the guaranteed portion of the loan. The guaranty 
fee ranges from 10 to 40 percent of the interest rate on the loan, de- 
pending upon the percentage of the loan guaranteed. In practically 
every case the banks carry 10 percent or more of the loan without 
guaranty. Not only is the financing decentralized, but the local 
banks have a real interest in the loan and can be depended upon to 
give it necessary supervision. The requirement of approval by the 
guaranteeing agency assures that credit extension is being concen- 
trated in those ae essential to the defense effort. 

The existence of the V-loan program to provide essential defense 
credit makes unnecessary the continued existence of the RFC for this 
purpose. This is particularly true at a time when heavy inflationary 
pressures require the diversion of working capital and credit from non- 
defense to defense purposes as goods and labor are transferred, rather 
than try to superimpose defense credit on top of the existing volume.of 
outstanding credit. 

In conclusion, I should like to say that the evidence, both from an 
economic and a political standpoint, strongly supports the view that 
the liquidation of the RFC is long overdue. 

The Cuarrman. Mr. Eccles, | understood you to say that at the 
completion of your statement you wanted to continue the discussion 
you were having with Senator Fulbright. 


Mr. Eccuss. Yes. 
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The CHarRMANn. Before you do that, I would like to say to you, 
as a Governor of the Federal Reserve Board, that I notice on page 2 
you state—and I am interested in this because it involves the Defense 
Production Act: 
the need for further legislation to curb the growth of bank credit is being 
considered. 

I appreciate that the Governors of the Federal Reserve Board are 
doing that. Maybe this has no place in this hearing, but I only 
want to make this suggestion as the chairman of this committee: 
I hope and trust that you all will complete whatever further credit 
regulations you are going to have in keeping with the President’s 
message of yesterday that “the ‘re were going to be further credit regula- 
tions and have your recommendations up here by May 7 when we 
commence hearings, because I have heard that it will take you a 
month. I am not prying into the Federal Reserve’s business, but 
we certainly hope that in view of this tremendous bill we have here, 
these Defense Production Act Amendments, anything to be con- 
sidered will be considered when we take. up that bill. Otherwise 
further Federal controls recommended by the Federal Reserve after 
we pass the law, whenever that may be, would only mean we would 
have to go over the whole thing again. I just wanted to say that to 
you. 

Senator Ronertrson. Mr. Chairman, before the Governor goes 
into the defense of his previous statement which may be rather 
lengthy, I would like to get in just a brief comment, if the Senator 
from Arkansas will vield. 

Senator FutBricut. Surely. 

Senator Ropertson. I will preface it by saying, Mr. Chairman, 
that I have never believed that RFC could properly be called an 
experiment in socialism, any more than the powers of the Federal 
Reserve System to give financial assistance to banks in rediscounting 
their paper and making working capital available to them is soc ‘ialistic 
banking, or loans to REA co-ops of farmers —_ wanted to get elec- 
tricity har private utilities either failed or refused to give them 
was socialism. I think af the time RFC was organized there was a 
need for working capital, and I think it was organized on a sound 
basis. The difference between the RFC’s 4 percent and what the 
banks wanted to charge them might be illustrated by what Senator 
Kerr told me, and he said a constituent came to him and said, ‘“‘Senator, 
my bank tells me that if vou will endorse my note I will lend you 
$500 and won’t charge you but 6 percent.” 

And Senator Kerr said, “Well, my friend, I am a much better 
friend of yours than that. You get the bank to endorse the note 
and I will lend you the $500 and I won’t charge you but 4 percent.” 

I want to read a paragraph in the Economics and Finance column 
of the New York Times by Edward H. Collins which bears out my 
present belief that, however useful a purpose RFC may have served 
during the period of the great depression, the need for it no longer 
exists. 

Here is what it says: 

The RFC and the Federal Reserve were authorized to enter the small-business 
lending field in the same vear, 1934, and for the same reason. Operating losses 
by businesses at the bottom of the depression had been severe, and in consequence 
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working capital had been depleted. The commercial banks, which had them- 
selves just been ‘‘through the wringer,’’ were even less eager than usual to jeop- 
ardize their liquidity by tying up funds in medium- or long-term e¢apital loans. 
But business got very little assistance from the RFC. The tatter’s cumulative 
commitments totaled but $175 millions at the end of 1947. With the return of 
depression conditions in 1938 the lending policies of the country’s “second central 
bank’’ were greatly liberated by Congress. Despite this, however, its activities 
did not show any substantial increase until after the end of the war. And when 
we look at the figures even for 1949 it is clear that the role of the RFC in the 
small business field has been enormously exaggerated in the public mind. The 
grand total of RFC business loans that year was $349 millions, but more than 
$200 millions of this was accounted for by 93 loans averaging more than $2 mil- 
lions in size. Although half the bank’s loans, numerically— 
and this is what I want you to comment on 


were in the small business category, $25,000 or less, these totaled an insignificant 
$17 millions. 

What do you have to say about that from the standpoint of aid 
given small business since the war by RFC? 

Mr. Eccues. It has not given much. As to what I was going to 
answer to Senator Fulbright. I will take that comment because it 
came first. 

At the time of the 1947 statement before this committee the question 
of eliminating what was known as the 13 (b) provision of the Federal 
Reserve Act authorizing direct loans was under consideration. It 
was desired to repeal that provision which permitted direct lending 
and to substitute for that, if there was to be any substitution, at 
least as a standby, the provisions of S. 408, which was the bill under 
consideration at that time. 

Senate bill 408 provided that there be no direct loans made by the 
Federal Reserve, but that there be what was known as guaranteed 
loans; that the loans would have to originate in the local area with 
the local bank; that the bank could make these loans and get them 
vuaranteed or insured, as the case may be, up to a percentage not to 
exceed 90 percent. They had to carry some participation and the fee 
had to be paid. In that way Government funds were not involved 
at all. 

Senator Futspricutr. Mr. Eccles, I did not question that part of it 
at all. All I questioned was was there a credit gap. 1 am open- 
minded about the way to fill the gap, but you were definitely of the 
view at that time that there was a credit gap which meant there was 
a need for some kind of assistance in this area. Is that not true? 

Mr. Eccies. Yes. I think at that time, it was early 1947, it was 
in the spring of 1947 

Senator Capenart. April 17, to be exact. 

Mr. Eccres. The real inflationary development took place after 
that period. That was a period when we were still in the process of 
converting the economy back to a peacetime basis. 

Senator Futsricut. Well, | only want to clear one point before you 
vo further. You did feel there was a credit gap in what you would 
call the small business area, is not that what you stated? 

Mr. Eccies. That is what the statement 

Senator Futsrient. Have you changed your views, and why? 
Why is there no credit gap today under the conditions I mentioned a 
moment ago? 

Mr. Eccues. I doubt if there is a credit gap today because 
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Senator Futsprigur. Why not? In Arkansas, for example, why is 
there not? 

Mr. Eccies. For this reason, that the problem today is not credit. 
You are in an inflationary situation which indicates there is too much 
credit. ‘That is why you get inflation. 

Senator Futsricur. But wait a minute 

Mr. Eccies. The shortage today, whether it is in Arkansas or 
elsewhere, is a shortage of manpower and material, and any ediitinnel 
credit that goes into the field only tends to increase the inflationary 
pressures. 

Senator Futsrieut. I do not think you meet the ‘question. I 
certainly agree with vou about inflation. I think the Federal Reserve 
Board happens to have failed to play the part it should se in the 
last 2 years in having its way. I know that you yourself have had 
very strong views about it. | am not trving to cnicine what vou 
thought, because you have gone very much along the line that I think 
would have been more effective, that is, as to restricting it. But that 
is the national problem of inflation. 

Now | think one of the big things we ought to try to ae rve in 
difficult times such as these is an equitable distribution of _ burde ns 
of fighting the war. I think the result of your approach would | 
that you would not preserve an equitable distribution of sa a 
because you would take it out on this one field of credit which is 
served by the RFC, and according to the statement made a moment 
ago by the Senator from Virginia, it is a very small part of the matte 
of the credit structure. I agree with what the Senator from Virginia 
said, but it is a very important part to those areas that I mentioned 
a moment ago. I do not see any need for it in New York City or 
Boston or Pittsburgh or Philadelphia. I agree with that; I do not 
see any need for it at all. 

Senator Ropertson. Lagree with what yousay. I donot challenge 
that you may need it very much in Arkansas, and I also agree that 
there must have been a credit gap because the banks were on their 
knees begging us to put through an Assignment of Claims Act, which 
Senator Maybank and I introduced, with the Senators from Indiana 
and Arkansas. We had a very strong endorsement from the Federal 
Reserve Board and Mr. Wilson and all the agencies said that it was 
vital to the war effort that you enable these banks to finance produc- 
tion and be secured when they have the claim assigned to them. 

Mr. Eceies. That is the V-loan program, Senator, which I have 
supported in this statement. 

Senator Futsrienr. | am not talking about defense now. I am 
talking about the business-lending activities which you were talking 
about in 1947; were you not? 

Mr. Ecctes. What I was talking about was the stand-by proposal 
in lieu of the direct lending, and the stand-by proposal was the one 
that was proposed, and I would say today that if there is to be any 
Government activity in the credit field, whether it be done through 
the RFC—and I think it could be done very much better through the 
existing organization of the Federal Reserve that is handling the 
V-loan program in line with the bill S. 408 which this committee 
unanimously reported out favorably in 1947 

Senator Futpricur. But we could not enact the bill. 
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Mr. Eccues. The bill was reported out favorably, but I would say, 
if there is to be any Government activity in this field of private lend- 
ing other than the defense and V-loan program, that it should be 
purely in the guaranty field requiring that the loans originate in the 
local area with the local banks, and that the banks can get up to a 
percentage of guaranty by paying a fee for the guaranty. That is a 
form of insurance and it is somewhat like the FHA program. 

Senator FuLtsricutr. That is what we were talking about a moment 
ago. 

Mr. Eccires. Yes. But I would say certainly if it was through 
the Federal Reserve it would not involve any appropriations from 
the Budget. It would be based upon the use of local bank funds with 
the guaranty of the Federal Reserve banks and the supervision by the 
banks. That was what I was talking about in 1947, in the spring of 
1947. 

Senator Futsricut. Let me make that clear. I am not challeng- 
ing that. I say that is a matter for study. I want to point this out: 
The committee re ported the bill but could not get it enacted. Here 
you come in and want to abolish the only source of credit, but you can 
give no assurance that sych a bill will be enacted now. It was not 
enacted then. I would go along on this theory: that small business 
would benefit much more by proper tax adjustments, but I have tried 
to get tax adjustments and cannot get them. The only thing we 
have or that anybody can assure us will continue is the RFC, unless 
you can abolish it. But you cannot give us any assurance on any 
of these other alternatives. If we had that in being and it was 
operating, I might go along with you, but I do not think we ought 
to abolish the RFC when there is no immediate prospect of any sub- 
stitute for it or any relief for the gap which you yourself thought 
existed then. Do you think it exists now or not? You do not think 
it exists now? 

Mr. Eccies. I do not think it does now, for this reason: I think 
the problem today is.we have too much credit, even though it is 
good credit. What we have been trying to do now 

Senator Futsricur. Is it properly distributed? Would you say 
there is too much credit in Arkansas? 

Mr. Eccirs. There has been a growth in credit in Arkansas through 
the banking system like there has in every other State. In the last 6 
months of last year there was a growth of 20 percent in the loans and 
investments of the commercial banks of this country. 

Senator FuLspricut. Wait a minute. Where, though? 

Mr. Eccues. All over the United States; it is even, it is uniform in 
every State in the Union. 

Senator Futsricut. Do you know that in the last war—and it is 
likely to happen now that about 90 percent of all the war activity 
took place in the already established industrial centers? That is 
what happened before; did it not? There was practically none in the 
agricultural South. 7 

“Mr. Eccirs. What happens, though, is that it increases the prices 
of agricultural products and other raw materials, and Arkansas is a 
very substantial producer of raw materials and agricultural products— 
cotton, livestock, lumber, and a great many things. 

The CuarrMan. And just for the rec ‘ord, Mr. Eccles, those are the 
first things on which they put ceilings in the poor South. 
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Senator Futsricutr. And, whether you intend to or not, you are 
going along with the school of thought that wants to keep that ares 
of raw-producing material without any industry. That is the effect 
of just such a policy; is it not? It has been that way in the past and 
you want to keep it that way, and I do not have any doubt that that 
is What all of the leading industrialists and financial houses in the coun- 
try want to do. 

Mr. Eccies. What I am willing to do is to have the private-enter- 
prise system determine where the economic place to put industry is, 
but I do not think each State can be self-contained, that it ean manu- 
facture all of its own raw materials. I think certain areas are qualified 
to produce raw materials much better than others. 

Senator FuLtpricur. But not qualified to run industry? 

Mr. Eccies. That may be, but what are you going to do with the 
populous areas where they have no raw materials and the population 
is there? 

Senator FuLBricut. Wait a minute, though. You said you would 
leave it to the private-enterprise system. Do you think that the 
discrimination in freight rates is the result of the private-enterprise 
system or the politic al system? 

Mr. Eccuies. I do not know that there is a discrimination in freight 
rates. I have heard that issue argued, but I am not an expert on the 
question of freight rates. 1 know this 

Senator FuLtsrigut. You do not profess to know that there has 
been a distinction—do you know that there have been five different 
official rate areas in the United States? 

Mr. Eccurs. Yes; I know that. 

Senator FuLtsrieur. And do you not know that there is a difference 
in the rate within those areas? 

Mr. Eccues. That is right. 

Senator Futpricutr. And you would not call it discriminatory? 
Take Little Rock in my State. You know the situation—do you 
not?—when you ship a manufactured article from Little Rock to 
New York or New York to Little Rock? Would you not call that 
discriminatory ? 

Mr. Eccies. I do not want to get into a discussion of a discrimina- 
tory freight rate. That is another subject. 

Senator Futsricut. Well, you say the allocation of industry is 
governed by the private-enterprise system. My point is that it is 
no such thing. It is because the Government of this country was 
controlled, particularly after the Civil War, by a very close-knit 
group in the Northeast and all of the governmental policies were 
directed toward the maintenance of the advantages of that area 
economically. You do not deny that; do you? 

Mr. Eccuss. I do not want to see the Government determine where 
factories are going to be put. 

Senator FuLsricut. But the Government did determine that. 

Mr. Eccies. And I do not want the Government to do the financing 
of the factories, because to do so is certainly a socialistic development. 
You cannot get away from it. 

The CuarrmMan. I am going to have to leave at this time. But [ 
want the record to show that the Government is in effect determining 
today where they are going. You know where 4 or 5 billion dollars 
of certificates of necessity went for tax amortization. You know 
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where the tax amortization is going, and that is where the business 
is going, and the Government is determining that today. 

Mr. Eccies. [ would like to say this, Senator, now that you have 
raised that question: In the case of the building of defense plants, 
where they must be built, where you do not have the productive 
facilities in existence today, and there must be defense plants built, 
and private industry will not build those plants without getting loans 
or credit from the Government to build those plants, in addition to 
oett Ing the certificate of necessit Vv, the Government itself should build 
those plants for this reason 

The CHarrMaAN. I am glad to hear you say that. 

Mr. Eccies. Well, I say that, and I say it for this reason 

The CuairMan. You mean where the Government takes all the 
product. 

Mr. Eccues. I have seen this happen: that where the Government 
puts up practically all the money to build the pl: unt in the form of : 
loan and then a certificate of necessity is issued, so that over a dia’ 
period of time, 5 vears, that plant can be charged off, in effect, paid 
for out of what would be excess profits, the Government has financed 
the cost of the plant, vou see, as well as, in effect, per for the plant 

The Cuamman. And has allocated them the steel and all they need 
to build it with. 

Mir. Ecctes. What I am saving is that I would favor vivine the 
certificate of necessity to the industry that can go out and raise its 
own money and finance the plant; but, to the extent that the Govern- 
ment has got to put up the money to build the plant, then why give 
the certificate of necessity so that the owner or the one who has 
borrowed the money to build the aan owns the plant at the end of 
5 vears, but the Government, in effect, has paid for it? 

The CuHatrmMan. That is right. 

Senator Futpricut. | agree with that. That is absolutely correct 

The CuatrmMan. Absolutely. 

Mr. Eccnies. All right. I sav, first 

Senator Capenarr. Take for example the Lone Star Steel Corp. 
Texas. 

Mr. Eccies. I am not thinking of any particular company, but it 
does seem that we should today, in an inflationary situation, place 
defense orders and subcontracts in such a way as to use as fully as 
possible the existing facilities where they are located, because there is 


where vour housing and your manpower are, and we do not have the 
labor and material to ee any new ones that are not absolutely 
essential to be built. So, I would say use what you have at this time. 


If it becomes absolute iy essential, in order to utilize your manpower 
and material and get your defense production and maintain produc- 
tion for the civilian economy, to have additional facilities, then they 
should be financed so far as vou can possibly get private industry to 
finance them by giving them these certificates. But, if it becomes 
necessary for the Government to put up the money to build those 
plants in the form of a loan and then issue a certificate of necessity, 
I would say in that alam the Government had better put up the 
money, own the plant and lease the plant and then have something 
to sell when it is through. 

The CuarrMan. I regret I have to leave at this time; but, as I told 
you, I had this engagement pending for some time. I am going to ask 
Senator Fulbright if he will continue the hearing. 
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Mr. Eccies. The V-loan program, which is in effect and is working 
now, will provide and is providing all of the working capital and credit 
that the economy needs for defense production. When it comes to 
the question of nondefense credit, then it seems to me, as I have 
stated here, rather inconsistent for the Government and the agencies 
of the Government to recognize the inflation: ary credit situation that 
exists and bring pressure in every way they can to curb the further 
over-all growth of credit, because there Is already more mo! 
credit in existence today than there are goods and services, and that is 
where you get the inflationary pressure. Therefore, it docs not seem 
to me consistent, for instance, for FNMA to buy mortgages and put 
Government money into the mortgage market through their buying 
of mortgages, while the Federal Reserve under regulation X is trying 
to restrict and to restrain the expansion of construction through mak- 
ing mortgage money tight. 

Senator Futsricur. Mr. Eccles, how does that affect RFC? We 
have gotten rid of FNMA; that is another matter. 

Mr. Eccies. The principle is the same to the extent that Govern- 
ment money is used to loan to the private economy; it must come out 
of taxes, and you therefore have to increase taxes in order to get the 
money, or it must come out of Government borrowing, and that means 
that it comes out of the Government deficit. At a time when every- 
thing should be done in order to reduce the Government’s lending and 
the Government’s expenditure for nondefense activities, it seems to 
me rather inconsistent to use either Government tax money or Gov- 
ernment credit for the purpose of providing credit for private iadeairn 
when we are trying to curb in every way we can the expansion of 
credit which is adding to the inflationary pre ssures. 

But L would like to Say here if, however, there is to be an additional 
lending program, then it should be in the form of a guaranty program 
where the Government money will not be used. As I stated in 1947, 
and 1 want to read from that statement because it covers the point 
fully: 


This bill does not place the Reserve banks in competition with private bank 

Credit judgment responsibility would remain primarily with the lending bank 
Loan guaranties would originate with local banks dealing with local people whom 
they know and with whose character, capability, and capacity they would be 
familiar. The Federal Reserve bank could not guarantee any 1 ssr 

quested to do so in the first instance by the local bank If approved by the 
Reserve bank, the guaranty would be made promptly available, without referring 
the matter to any agency in Washington. Each loan would have to be passed 
upon by the Federal Reserve bank of the area. There would be no blanket ap- 
proval. The 12 Reserve banks with their 24 branches provide a regional organi- 
zation through which local financing institutions in all parts of the country would 
have convenient access to a guaranteeing agency, if needed. ‘The Federal Re- 
serve System, which is a permanent organization created by Congress and re- 
ponsible to Congress, is espe cia llv qual lified to provi de this service because of its 
close contact and its daily relationship with the private banking titutions. Its 
responsibilities for maintaining sound credit conditions in the economy, so far as 


its powers permit, make it an appropriate agency for this purpost 


That was the 1947 proposal, which was a very different matter than 
the RFC proposal today. I am merely saying that at the time this 
proposal was made as a stand-by service to meet the problem of little 
business through a guaranty, but with the inflationary situation today 
it is pretty difficult, it seems to me, to justify the use of any further 
mechanism for the providing of credit. But if further credit is to be 
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available then a mechanism of that sort should be used, either through 
the RFC or through an existing organization which would cost the 
Government nothing. An organization which is engaged in handling 
the V-loan or the defense loan program would seem to me to be an 
appropriate place to put it. 

Senator Futsrieut. Mr. Eccles, I have several specific questions 
that Senator Douglas asked me to ask you, and I wondered if we could 
get along here. 

First, do you have any questions, Senator Capehart? 

Senator CapeHart. Yes; | have a few questions. 

If some form of loans or guaranties must be maintained by the 
Government, you prefer the RFC guarantee certain loans to private 
industry; is that correct? 

Mr. Eccues. I would prefer the guaranty of a loan made by the 
apa banking system, but I would require that there not be any 

100-percent guaranties, that there be a percentage, perhaps 80 or 
certainly not to exceed 90, and that the fee be an insurance fee that 
should be adequate to take care of any losses. 

Senator CapeHart. In other words, you would recommend almost 
a duplicate of the system which is now being used by the V-loans? 
To put it another way, a loan can only be made under the V-loan 
provision to a concern that has a war contract? 

Mr. Eccues. That is right, a defense contract. 

Senator CapeHart. And then can only be made on his war material, 
his war receivables 

Mr. Eccues. That is all the V-loan is being made on. The V-loans 
could be made, well, there is no reason they could not be made on 
plant facilities, but the Government guaranteeing agencies, the Army, 
Navy, the Air Force, and so forth, have desired to restrict their guar- 
anty to what they call working capital purposes. 

Senator Capenart. In other words, they are restricting it at the 
moment to loaning money on that which they themselves will be re- 
quired to pay to the lender? 

Mr. Eccues. That is right. 

Senator Capenarr. It runs 85 percent on raw materials that a 
borrower might have in his place of business. It is 90 percent on the 
receivables that the Government owes him for defense material de- 
livered, and he cannot borrow under a V-loan for any other purpose, 
and he cannot borrow then unless he actually has material on hand or 
has accumulated receivables due him from the Government. 

Mr. Ecctes. He can get commitments, though, for these loans 
based upon a war contract. 

Senator Capenart. He enters into a contract with his local bank, 
approved by the Federal Reserve and approved by the procurement 
agency who gave him the war contract. 

Mr. Eccres. That is right. 

Senator Capenartr. He can enter into a contract, let us say, for 
$500,000, but if he never accumulated any war inventory under his 
contract or accumulated any receivables under his contract, he could 
not get one penny of that $500,000? 

Mr. Eccres. That is right. 

Senator CapenHarr. In other words, they only loan him money on 
materials or receivables which they, the Government itself, are going 
to be required to pay him for? 
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Mr. Eccues. That is correct. 

Senator Capenart. I think this loaning matter can be handled or 
could be handled exactly in the same manner, because then you would 
be providing working ¢ apital to these small companies and just simply 
restrict them 100 percent to borrowing money on their receivables or 
on their materials. I think the V-loan, as it is being handled today, 
could -well become the standard for some sort of guaranty on the part 
of RFC or the Federal Reserve bank if it is necessary to continue it 
and if it should be continued. 

One other question: Would you recommend, if RFC is to be con- 
tinued, a limit on the amount of a loan to any individual or corpora- 
tion? 

Mr. Eccues. I certainly would want to put a limit 

Senator CaPpeHArRtT. Making it a revolving fund, so to speak? 

Mr. Eccues. Well, I would like to put a limit, if it is going to be 
continued as an agency for helping to provide capital for small in- 
dustry. It certainly should be limited and there should not be some 
of the types of credits that were made in the past, because the large 
companies, if they cannot go into the capital market and raise the 
money, have no business getting the credit. It is true that a small 
company has more difficulty raising certainly, long-term capital than 
a large company has, because the cost would be excessive to put 
through the capital market its flotation of stocks and bonds by the 
method that is used by the larger companies. Therefore if capital 
is to be provided for only small business in the form of a term loan, 
it seems to me that there should be a limitation. 

Senator Capenartr. What limit would you suggest? Is $500,000 
too much? 

Mr. Eccues. No. I would not think so. I think $500,000, if vou 
are going to have any provision at all, is not an awful lot of money 
for a business today. 

Senator Futsricut. Do you think it is too small? 

Mr. Ecctres. No. I would think $500,000 would be all right. 

P.. nator CAPEHART. It would be a revolving fund; if they paid back 

5,000 they could get another $25,000 up to $500,000. 

"eae Funpricnr. I did not get it clear. I thought you said it 
was too small. 

Mr. Ecctes. What I was saying was that I doubted if it was too 
large if it was going to function satisfactorily. 

Senator Futsricur. Would you think a million would be better? 
If vou were setting the limit, at what would you set it? 

Mr. Eccres. I think I would set it at $500,000. 

Senator CaPeHArtT. That is all I have to ask of this gentleman. 
Perhaps Senator Fulbright and some of the other members of the 
committee might want to ask some questions about the law of supply 
and demand and why it is not working today, but that would probably 
require a lot of time. 

Senator Fu_pricut. | have one or two questions. 

I noticed in your statement you seemed to think that the RFC was 
competitive with private finance. You mention that several times. 
Do vou feel it is unfair competition? 

Mr. Eccies. Yes; I think so. 

Senator FuLtpricut. | want to call your attention to this fact, as the 
result of a survey by the Buck subcommittee, and this appears in 
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their report. This was in the 1948 report, page 9. They submitted 
questionnaires to all of the banks, I believe, some 14,000, and they 
got back an extraordinarily large number of replies, over 8,000, I 
believe. One of the questions related to this point. I read from that 
report: 

In the bank survey, the banks were asked if RFC had ever made loans which 
they were willing and able to make. Only 2.4 percent answered this-.in the 
affirmative and only 0.3 percent said that this occurred other than in isolated 
eases (hearings, p. 479). 

I may add that the banks in their questionnaire, quite a substantial 
majority were in favor of the continuation of RFC. I must confess 
that I think some of them were motivated by motives which I do not 
approve of, in other words, there had been too many of them which 
had their bad loans bailed out by the RFC, but that is strictly a 
matter of bad management on the part of the RFC, and if we cannot 
get good management of the RFC I would agree with you that it 
ought to be abolished. But I believe we can get good management, 
if it is properly run. . 

Mr. Eccues. I can understand how these small banks would favor, 
at least at that time, the RFC. They were able to get the RFC to 
take what was considered their excess loans, or they were able to 
carry the entire loan and get the RFC to guarantee the excess portion 
of loan. 

Senator Futsricut. The participation loans. 

Mr. Eccuies. That is right. Now, that was at the time when 
many of them were looking for loans, when their loan portfolio was 
very low, comparatively low. It was after 1947 and 1948, when the 
banks were looking for private loans. 

Senator Futsricnt. If they were, why would they not resent 
competition all the more? 

Mr. Eccies. For this reason: These are the little banks, and 
what they were doing was making all the loans they could within 
their loan limit. The national banks are limited to 10 percent of 
their capital and surplus and the State banks usually 15 percent. 

Senator Futspricgur. That is exactly why it is so important in 
Arkansas. 

Mr. Eccirs. M: any of these loans exceeded their limit and they 
wanted to carry the entire loan, or they wanted the RFC to carry the 
excess portion of the loan, and the: Vv Wi anted to kee p the entire balane e, 
the entire business, within the local area and have the RFC, as I 
sav, take care of the excess. 

Senator Futsricutr. Well, what is wrong with that? It seems 
to me that is a very reasonable thing. 

Mr. Eccies. Only this is wrong, that they could go to what is 
known as a correspondent bank and get that correspondent bank to 
carry the excess portion of the loan, or they could have local banks 
in the area participate in that loan if the RFC was not there. They 
preferred the RFC as a matter of personal interest, but as a matter 
of public interest it would have been much better to have that local 
bank 

Senator Futsricut. Why did they prefer the RFC? 

Mr. Eccies. Because they kept all the balances within their own 
bank and they did not have to spread it with other banks to help 
furnish some of the credit. That is one of the reasons. 
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Senator Futsricut. Then are we to conclude that the little 
banks are for RFC but it is only the big banks that are against it? 

Mr. Eccies. Well, | would say the smaller the bank the more 
limited their loan capacity is and the more anxious they are to have 
an agency that will take over the excess portion of that loan. 

Now, that would be all right, possibly, if the loans originate at 
the bank and if it was not for a question of the inflationary pressures 
that you have existing today, and if it was not for the fact that the 
Government is already having difficulty and is going to have increas- 
ing difficulty in balancing its budget. Therefore, I would like to 
keep at this time all of the Government funds or Government credit 
out of this picture. 

Senator FutsriguT. On that point, | do not quite see the differ- 
ence, from an inflationary impact, between a loan by the RFC and 
a loan made by a bank which is guaranteed by the Government 
which would not otherwise be made without the guarantee. 1 am 
unable to see any distinction, from the inflationary point of view. 
What is the difference? 

Mr. Eccirs. Well, if the Government borrows the money from the 
bank and then the money goes from the RFC back into the economy, 
instead of the bank itself making the loan direct there is not any 
difference. In either case you create new money when the bank 
makes the loan. 

Senator Futsricut. How can you be for the guaranty program, 
then, and against the RFC? 

Mr. Eccuies. I am not for the guaranty. I am against them both 
at this time. All I am saying is that if there is to be a program, the 
guaranty program is much preferable to the direct lending program 
by a Government agency. 

Senator FuLpricutr. But not because of its difference in its infla- 
tionary effect? 

Mr. Eccies. No. 

Senator Futsrient. But for other reasons? 

Mr. Eceues. That is right. 

Senator FuLtsricnatr. But vou actually are against both programs? 

Mr. Eceires. Yes: | am against both of them. 

Senator FuLtsrieut. | think that ought to be clear. 

Mr. Eccuies. I am against both of them for the reason that we are 
trving 

Senator Futsricutr. What is really behind your thinking is bers 
there ought to be a restriction of credit, period, just everywhere; is 
not that right? 

Mr. Eccies. There should “not be an over-all growth of credit 
today. 

Senator Futsricutr. It does not matter what the source is, you 
are against it. 

Mr. Eccies. That is right. Well, I am not against credit being 
extended. What I am against is the over-all growth of bank credit, 
because bank credit increases the supply of money. An increase in 
the supply of money today faster than we increas ‘ the supply of goods 
and services makes for inflation, and therefore we have been fighting 
for over a year to try to do everything within our power to curb and 
to prevent this further infl: ationary de ‘velopment by further growth of 
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credit. Congress has given to the Federal Reserve certain powers 
and authority to curb credit. 

Senator FuLBrRiGcHr. Ww hy did you not quit buying Government 
bonds about a year ago? 

Mr. Eccies. You know why. Why do you not ask about it now? 

Senator Futsricut. Well, you know better than anybody why. 
You just could not do it, could you? You wanted to do it, did you 
not? 

Mr. Eccies. Well, I am only 1 member of an open-market com- 
mittee of 12. 

Senator FuLsricur. You wanted to do it. 

Mr. Eccues. I sure did. 

Senator Futsricur. Because you could not do it you wanted to 
take it out on the RFC, a poor little thing that, according to the 
Senator from Virginia, accounts for a minute part of the credit of this 
country. It is almost infinitesimal, is it not, it is so small, it is less 
than a fraction of a percent, is it not? 

Mr. Ecctues. Yes, it is. 

Senator FuLtBricut. You knew very well when you looked at the 
whole structure what the RFC does is so small that it is almost 
unnoticeable? 

Mr. Eccuirs. That is correct, but it does put the Government in a 
very inconsistent position on one hand to pass legislation known as 
regulation X to be administered by the Board, and regulation W 
covering consumer credit administered by the Board, and also in the 
Defense Production Act of 1950 request the Federal Reserve Board to 
get the credit agencies of the country through a voluntary program to 
restrain the over-all expansion of credit. We have organized that on 
a national basis; we have put those regulations into effect, and there 
is terrific pressure upon the Federal Reserve, of course, to relax those 
credit restraints. 

When it comes to the open-market operation, we have been through 
some very difficult periods with the fiscal department of the Govern- 
ment in an attempt to restrain the pegging or the purchase of Govern- 
ment securities at pegged prices which was putting reserves into the 
money market upon which a rapid credit expansion has taken place. 
Now we have an adjustment of that situation, and we are not any 
longer 

Senator Futsricut. You had a compromise, did you not, you did 
not adjust it? 

Mr. Eccies. Well, the compromise is resulting in a satisfactory 
solution of the problem at the present time, and to this extent that the 
Federal Reserve is not putting reserves into the market today in its 
support of the Government bond market. As a matter of fact, there 
have been reserves taken out of the market as a result of the open- 
market operation, in that there are more securities being sold or run- 
ning off from the Federal Reserve’s portfolio than we are buying in 
the market. And the Federal Reserve’s open-market policy today is 
anti-inflationary. 

Senator Futsricut. That is good. 

Mr. Eccres. Now, when you have that kind of situation it is very 
difficult for me to not point out to this committee that the continua- 
tion of the RFC as a lending agency, or FNMA as a mortgage lending 
agency, is not pretty inconsistent. 
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Senator FuLBricut. You are opposing it on principle, not because 
there is any substantial effect upon inflation; is that not correct? 

Mr. Eccuies. There is more in the FNMA than there is in the RFC 

Senator Futspricut. Well, do not bring in FNMA; we have 
nothing to do with FNMA in this legislation. 

Mr. Eccuies. You got rid of it. 

Senator FuLsricut. We are rid of it and it is not now our baby, 
but I say on RFC you are opposing it aa on principle. You do 
not maintain it has any substantial effect upon the inflationary cycle? 

Mr. Eccues. I could not maintain it does as long as its volume is 
as low as it is. 

Senator Futsricut. As a perfectionist you think this is a defect in 
this symmetrical system of government and that is about what it 
comes out to. 

Mr. Eccues. I do not know what it can develop into. If you 
cannot eliminate an emergency agency that was created for depres- 
sion purposes during a period of inflation of this sort, then, when on 
earth do you ever get rid of it? 

Senator Futsricur. Well, it demonstrated some other character- 
istics which some of us approve of. 

One other question: If the Loan Policy Board is retained, do you 
think the Federal Reserve Board should be represented on that Board? 

Mr. Eccues. I would sooner have the Chairman of the Federal 
Reserve Board answer that question. 

Senator Futsricut. I do not see that that has any particular 
political significance; it would be just your private opinion. I will 
not press you for it. Well, I will put it this way: I thought that 
would be a proper representative on it, but it was not put in the 
reorganization plan, for the reason that they should be consulted on 
this very question you are talking about, the control of inflation as 
an over-all problem. 

Mr. Eccues. From that standpoint there is no question that the 
agency that is charged with monetary and credit control should be 
the Government organization that is engaged in the field of expanding 
credit. I think from that standpoint that is true the chairman 
should be on the RFC committee, but I can see where the Federal 
Reserve Board and the open-market committee of 12 men might be 
embarrassed in its policy if its chairman as a member of the RF( 
committee is going in one direction and the other 11 members might 
feel we ought to go in another. 

Senator FuLtpricgnut. We hope that condition will not always 
prevail on the Federal. Reserve Board. 

Mr. Eccies. I am speaking of the chairman bang a member of 
the committee where he may feel that he is required to go along with 
the other membe rs of the committee in supporting certain policies 
of the RFC; whereas, the majority of the open-market committee 
of the Federal Reserve System may be opposed to that policy. 
That is the only point I can see any objection to. The open-market 
committee may feel that they were freer if their chairman was not a 
member of that committee. 

Senator Futericut. If the RFC is continued, would vou favor its 
administration by a single administrator or a board of directors of 
either three or five? 








74 RFC ACT AMENDMENTS OF 1951 


Mr. Eccues. I would think, if it is to be continued, that the proposed 
program is well designed. I think that you have done a lot of work 
in studying the problem with the purpose, of course, ef preventing 
some of the things that have happened in the past from happening 
in the future. I believe that the program which you have outlined 
in the bill which you propose is well designed to meet the problem, 
and is a much better proposal than a continuation of the present 
organization. 

Senator Futrrianrt. So the answer, then, would be ‘‘Yes” to that 
question, that you do prefer a single administrator over a board of 
directors? 

Mr. Eectes. That is right. 

Sen: ator Capenarr. Would you prefer a single administrator of the 
KF ede Te i! Reserve Board? 

Mr. Eceues. I think you have a very different situation there, 
Senator. 

Senator Carrenarr. Well, I will not press that. 

Senator Futericur. That is a regulatory bedy, and it is not an 
administrative agency. 

Mr. Ececies. I do think vou may well have a Governor of the 
Federal Reserve System with a board to be advisory or otherwise 
Certainly the central banks of the world, the Bank of England and the 
Bank of ( ‘anada do have a one-man administrator, and if we had 1 
Federal Reserve Bank instead of 12 it would seem to me that the 
set-up that prevails in other countries in the operation of their central 
banks would be appropriate for here. 

Senator Carpenarr. Of course, there is no bank in the world that 
does not have a board of directors. 

Mr. Eccites. Oh, vou would have to have a board of directors 

Senator Capenarr. Is RFC a bank? 

\ir. Ecctes. Yes; RFC is essentially a ban 

Senator Futrricutr. You do not think it is a bank. 

Mr. Eccues. I think this advisory committee which would take the 
place of the board would be the equivatent. 

Senator CAPEHART. You mean the advisory committee made up of 
the Secretary of the Treasury and the Secretary of Commerce, and 
so forth? 

Mr. Eccies. I am not saving how they ought to be made up, but | 
am merely saying an advisory committee rather than a full-time board. 

Senator CapeHArtT. Would you not prefer for RFC a three-man 
board or a five-man board? I think three men is sufficient, with the 
president or the director to be the chief executive officer to run the 
personnel, run the physical end of the agency. 

Mr. Eccies. Well, [as a banker think that an operation is usually 
a more efficient one if the responsibility is placed with one person 
rather than a full-time board. Private banks have a chief executive 
officer, and then they have a board of directors that meet periodically 
and make policy and approve it. 

Senator Caprnarr. Why do you not recommend that for RFC? 
Mr. Eceies. If you could get an advisory or part-time board 
whether they actually call it an advisory committee or a board of 

directors I do not think makes any partic ‘ular difference. 

Senator CapeHartr. You understand under the present system the 
Secretary of the Treasury designates someone to act for himself. 
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Mr. Eccues. I had not thought of the advisory committee. 

Senator Carenart. Well, it has already been decided anyway, 
unless it is brought up again. 

I do not suppose we have a quorum here, but I was going to sugges 
to the chairman that we dispatch the letter to RFC today to Qnd ou 
what the outstanding loans would be within RFC at the moment if 
no loan was more than $500,000. 

Senator Futsricur. We do not need a quorum to do that. Mr 
MeKenna can compose a letter. 

Senator CAPEHART. To see what the outstandine loans would 


amount to at the moment if no loan is more than $500,000. [I thinl 


we ought to have that as early as we can. 
The memorandum referred to follows: 


STAFF MEMORAND! 











During the hearing of the Committee on Banking and Curren ‘ n Apr 
97,1951. eoneerning bills dealing with amendments to the Re ( ( 
( rporation \et, the staff was directed to obtain statistic I REC cat 
the probable effect of limiting loan authorizations on any single application for 
ab loan to $500,000. Accordingly t] staff has obtan the following 
information from statistics presently available at t RE ¢ 

December 31, 1950, loans outstanding with ba ‘ 

As of December 31, 1950, 80 borrowers had obtained direet and purchased nar 
ticipation loans from the RFC having an outstand balances 00,000 or 
in the total amount of $214,059,000 

\s of the same date four additional borrowers obtained financial ais 
REC in the form of an agreement by the RFC to partic in Oo anding ba 
ioans the RFC portion amounted to S500,000 or more Thes ir | 
rowers | loan agreements totaling $12,676,000 

\dding these two types o loans together as of December 3! est R41 bh B 
ers had obtained loans from REC having an outstandi: balar £500 000 
more in the amount of $226,735,000 

Since yme of these borrowers may have had 1 in oO} n RE 
a total number of loans represente Lj the Ttoregoi es ( 
the total number of borrowers. hese statistics are not pre 
Corporat! nh. 

Decemb 1. 195 tota 1) , j 
However, on December 31, 1950, the total nu | ° 
ind the amounts were as follows 
| eT? were 7,058 direc md i} rehased pat ( ) S435 
S6H-4.000 
At the same date there were 4,741 loans R E¢ 
nt to participate out ! Da | 
SO7.054,000. 
Adding these two catevori« or December Sl. I 0. RE 7 } 
tot ng S532,618,000 
[f all loans having an outstanding balance of $500,000 o1 
ated from RFC operations, as of De r 31, 1950, RFC 
outstanding loans would have amounte S305. 883.000, 1 ead S53 LS.000, 
It ist be borne in mind that had the RI ! 
vy bu I . man ot more that S5S00.000 on anv one applic 
to reduce the above figure of S305,S83,000 | irt! 
rized for more than $500,000 ere ndoubte 

December 31, 1950, the outstanding balance would be less than S40 

loans, of uurse, would not be included in the statistics 

gy al tstandir balance of $500,000 or more. 

he RFC has no statistics readily available 

the loans outstanding on December 31, 1950, wer 

amounts over $500,000. To obtain this information \ i requir a 

be made by each of the loan agencies. This would consume a co! 
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of time. It may be that the committee will be able to achieve a sufficient idea of 
the effect of eliminating any loans by the RFC for more than $500,000 by con- 
sidering the following data concerning loan authorizations during the fiscal years 
ending June 30, 1949, and June 30, 1950. 


Fiscal 1950, loan authorizations 


From the standpoint of loan authorizations for business loans under section 
4 (a) of the RFC Act and housing loans, RFC statistics kept on a fiscal-year 
basis indicate that during the fiscal year ending June 30, 1950, there were 5,506 
loans authorized for a total amount of $593,640,000. Of these 123 loans were 
authorized for more than $500,000 each, totaling $330,229,000 of which RFC’s 
share amounted to $298,157,000. (The $330,229,000 figure includes the portion 
of loans being carried by private financing institutions participating in the loan 
with the RFC. 

Fiscal 1949, loan authorizations 


Similar calculations for the fiscal year ending June 30, 1949, show a total 
number of 3,509 loans approved for an amount of $388,543,000. Of these 93 
loans involve individual amounts of $500,000 or more, totaling $217,456,000, of 
which RFC’s share was $200,414,000. 

Among loan applications authorized for disbursement, many loan applications 
which have been approved are later withdrawn so that RFC incurs no liability in 
connection with such authorizations. In other cases disbursements are made in 
installments and the total amount authorized may not be actually taken from the 
RFC by the borrower due to subsequent developments. In still other cases, 
authorized disbursements on authorized loans are made over a period of years. 


Consequently, the statistics on loan authorizations bear no direct relation to the 
statistics on loans outstanding. 


December 31, 1949, loans outstanding with balances over $500,000 


On the basis of the figures available for December 31, 1949, a total of 75 bor- 
rowers then had RFC loans with outstanding balances of $500,000 or more, 
totaling $328,809,000. Of these 69 borrowers had a total of $313,866,000 in direct 
and purchased participation loans; and 6 borrowers had a total of $14,943,000 in 
RFC loan agreements to participate in outstanding bank loans. 


December 31, 19 19, total loans outstanding 


As of the same date, December 31, 1949, a total of 11,983 business loans were 


outstanding in the total amount of $615,732,000. These consisted of 5,891 direct 
and purchased participation loans, totaling $480,866,000, and 6,092 loans where 
RFC had agreed to participate in outstanding bank loans, RFC’s share being 
S134,.866,000. 


CONCLUSIONS 


The se figures as ol December 3l, L949, indicate that had the RFC been pro- 
hibited from making individual business loans exceeding $500,000, at that time its 
total obligations would have amounted to less than $286,923,000, instead of 
$615,732,000, being a decrease of at least $328,809,000. 

\ similar calculation as of December 31, 1950, would show total RFC obliga- 
tions of less than $305,883,000, instead of $532,618,000, being a decrease of at 
least $226,735,000. 

From the standpoint of loan authorizations during the fiscal year ending June 
30, 1949, RFC’s liability to make disbursements would have been decreased by 
$200,414,000, if it were prevented from authorizing individual business and housing 
loans over S500,000. 

\ similar calculation for the fiscal year ending June 30, 1950, would show a 
decrease of $298,157,000 in RFC’s liability. 

Wituram F. McKenna, 


Counsel. 
Senator Benvron. Could I ask a question, Mr. Chairman? 
Senator FuLspricutr. Certainly. 
Senator Benton. | was interested in the colloquy on the insignifi- 
cance of the effect of the RFC on inflation and credit, and | agree 
wholly with you on the inconsistency, Mr. Eccles, of the policies in 


idle 
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the various sections of the Government. Your other point against 
the RFC was that it competed with private banking. Did you 
oppose the RFC, let us say, in 1940, and were your views as they are 
today? 

Mr. Eccies. No. During the thirties, during the period up until 
the war, when there was large Government expenditure, we had a 
lot of slack in the economy. I certainly was not concerned during 
that period about the inflationary development or about there being 
too much credit in the economy. I would have preferred to get at 
the problem, however, in a different manner than through the RFC’s 
lending money. 

It seemed to me that if we would have gotten at the base roots of 
the depression problems the need of a Government lending agency 
would not have been necessary. I think we have done a good deal 
in the past 10 or 15 years to strengthen the economy and to recognize 
the factors that create inflationary situations and create inflationary 
pressures, and for that reason I do not believe we need the continua- 
tion of the RFC, at least for the purposes for which it was originally 
created. 

Senator Fu.tspricut. I agree with that. I do not think these 
reasons we are advancing are the purposes for which it was originally 
created. The whole approach to the problem has changed 

Senator Brenton. | was trying to distinguish between the two 
arguments as I understood them, which seems to be the more impor- 
tant, because on the theoretical count the REC is inconsistent with 
other measures taken by other agencies of the Government, I would 
agree, but I also would agree that the effect is so inconsequential 
that the argument is not sufficiently valid in itself. So I was trying 
to get at the other argument, that it competes with private bankers 

What size bank would you call a small bank, Mr. Eccles 
what point do you reach that conclusion? 

Mr. Eccues. I think any bank which does not have a capital and 
surplus in excess of half a million dollars would be a small bank. <A 
national bank, for instance, with $500,000 capital and surplus has a 
loan limit of $50,000. 

Senator Capenart. To any one individual. 

Mr. Eccxies. That is right; or any one company, and certainly 
institutions smaller than that would be a comparatively small bank 

Senator Benton. I was interested in your point about the small 
bank needing the RFC in order to swing a larger loan than otherwise 
would be permissible under the law. 

Mr. Eccries. They have not needed it. They have used it. I think 
where there are cases of good credit when they have used the RFC in 
connection with good credit, because they did not want to have their 


| mean at 


correspondent bank take too large a port ion of the loan, nor did they 
want to have other banks in the area get a portion of the business. 
They continued to hold the business and send the excess portion to 
the RFC or get the guaranty, because the part that is guaranteed by 


the REC ; does not come within the lecal limit. 
Senator Benton. As the chairman knows, I am verv new on the 


committee and very new on these problems, but 1 wonder how would 
you explain to me Mr. Walter Bimson, with a $400 million bank in 
Arizona, with whom I was talking about 2 or 3 months ago about this, 


telling me that he found the RFC has a value on this sharing of loans 
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with a bank. I think if it is not $400 million—I have heard referred 
to inthose terms. At any rate, 1 would regard it as a large bank. 

Mr. Eccies. About $250 million of total resources. 

Senator Benton. You would call that a large bank? 

Mr. Ecenes. Yes, itis. It has 50 percent of the business of Arizona. 

Senator Benton. Why does he, far from calling the RFC competi- 
tive, why does he speak of it in terms, as the chairman has indicated, 
the bankers in Arkansas perhaps would find it also to be, as of a great 
importance to his bank and far from being competitive is most wel- 
come? 

Mr. Eccies. He favors what is known as the Bimson plan, which is 
the same kind of a program that the Federal Reserve submitted here 
in 1947, known as 5S. 408, which provided that the loans must originate 
with the local bank and be carried with the local bank, and that the 
REC would act as the insurer of the loan for a fee, and that the local 
bank would have to carry some part of the loan without a guaranty. 

Senator Benron. That was his plan, he takes part of it and the RFC 
takes part of it on loans that he does not want to take wholly in the 
Valley Bank. Even though it is a large bank he still welcomes the 
RFC as a participant. 

Mr. Eccies. Well, one of the reasons is so the bank can make loans 
that are more riskv than they otherwise would make. I think that 
that means they want to expand their total loans possibly bevond what 
they should expand their total loans, and they are able to do so by 
taking loans of a little more questionable nature than they would be 
willing to take without the insurance. 

Senator Benvon. Is that not a very important question, whether 
the RFC should be continued? 

Mr. Eceies. That is a very important question, and I am glad you 
brought it out, because that, of course, does tend to encourage a type 
of lending in a period of inflation, high values and high prices create an 
element of risk that possibly does not justify the actual making of the 
loan. 

Senator Benron. In a period of inflation I would agree with you. 

Mr. Eceies. Yes; in the period of inflation. If vou have a de- 
flationary period, if an area had unemployment and institutions were 
perfectly willing to use credit for the purpose of expanding their 
business or keeping their business going, and the bank was unwilling 
to take those credits without some form of guaranty, then there 
may be some justification for the insurance provision, but | do not 
think that under any circumstances would there be justification for 
direct Government lending. That is the thing that under every cir- 
cumstance I think we should get rid of, and if we are going to keep 
anything it should be on the insurance basis with the local bank that 
originates the credit and where they will take some part in the loan. 
But I do not think, with the inflationary situation that exists today, 
that we even need that sort of mechanism. But as I said in 1947 
the Federal Reserve banks, being decentralized as they are and being 
nonpolitical in nature in their formation, are a much better agency 
than RFC for the purpose of carrying out such a guaranty program 
if it is desirable to have such a program to finance other than defense 
activities. Today defense credit is bemg taken care of by the V-loan 
program on a rather extensive scale. This would merely require an 


oil 
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addition to that V-loan program to cover credit that was not associated 
or related to defense activities. 

As a stand-by authority it seems to me that the Federal Reserve 
would be the proper place to put such an authority because they do 
have responsibility for credit and monetary policies, the objective of 
which is to maintain economic stability. 

Senator Benton. I was only trying to suggest that it seems to me 
Congress does not often have a chance for a view of this kind of a 
major agency and these conditions that we could hope may be tran- 
sient or temporary should not be solely determined on reaching a 
decision that the seeming inconsistency with the other efforts to 
curb inflation is not as important a question for the committee as 
these long-range problems of whether there is a fundamental need 
for an institution like the RFC. 

Mr. Eccues. Senator, psychologically it is very important today, 
when it is extremely difficult to get private lending agencies to curb 
credit expansion of good credit. The ‘vy immediately make the argu- 
ment, ““‘Why should we turn down good loans when the Government 
itself is proposing to make loans that we would not make?” It is not 
a question of the size, and the very fact that they are so unimportant 
in size 

Senator Benron. Most certainly the RFC Administrator and the 
advisory committee should have a far stricter policy today than in 
1940. 

Mr. Eccurs. I should think so. 

Senator Benton. You must presume that on the part of the 
Administrator. 

Mr. Eccies. Cannot you see the psychological effect upon the 
thousands and thousands of lending institutions throughout the 
country that look only at their own business and their own desire 
for a profit and their own desire to dispose of their Government’s and 
to make these loans that give them a higher rate of return, loans that 
are attractive to them? It makes it extremely difficult to adminis- 
trate an anti-inflationary progr: am from a psychologic al point of view, 
and the very fact that the RFC’s operation is so small that it becomes, 

vou say, unimportant in the over-all inflationary picture, is the best 
reason in the world why it should not be continued. 

Senator Benton. I can see that today, but conversely that verv 
psvchological effect may be very important and constructive and 
serve a very valuable purpose during other evcles in our economy. 

Mr. Eccues. It would be very easy for the Congress to pass legisla- 
tion if the need was there, such as S. 408 which this committee unani- 
mously reported out in 1947. 

Senator FuLBricut. Yes; but the Congress would not pass it. 

Mr. Eccies. But I am saying that if the real need existed. 

Senator Benton. It is pretty cumbersome to get these things set 
up and going. 

Mr. Eccuns. If the real need existed for it the \ would like lv do it. 

Senator Capenart. Mr. Eccles, if you cannot eliminate RFC at 
the moment under existing conditions, will there ever be a time in the 
history of this Nation when you can? 

Mr. Eccues. I do not think so. That is just the point I make. 
I do not think there will ever be a time, and if you get into an emer- 
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gency situation it would then become a very expansive organization 
and it could become pretty political. Whereas, if it were put into or 
Set up in line with S. 408, it seems to me that it OVercomes as fully as 
you can some of the objections that the Fulbright committee has 
brought out to the RFC, 

Senator FULBRIGHT. Mr. Eccles, you know under the existing law 
the RFC expires in 1954 and unless some affirmative action is taken 
it is bound to stop. 

Mr. Eccurs. Well, I think that it should have stopped before now. 

Senator FuLBricur, In other words, you know it is much more 
difficult to take affirmative action around here than to do nothing. 
If we do nothing about it it wil] expire in 1954. 

Senator Kem. 1956. Senator. 

Senator Futsrigar. That is the date of liquidation. I donot think 
they will have authority to make loans after 1954, and then it is 9 vears 
for liquidation. I do not think they can make new loans after 1954. 

Mr. Eccues. Of course, its life has been extended before. 

Senator Fuusricur. The strange thing was it was extended after 
the Republican Congress, the Kightieth Congress, the last time, and 
extended until 1954. 

Mr. Eccrrs. I am not opposing RFC from a partisan political 
Standpoint at all. 

Senator Futsricnr. I know you are not. but it is still rather 
Strange, 

Mr. Eccles, I wanted to put this in the record because you raised the 
question. This is table 8 from the h arings, page 479, that we referred 
to a moment ago on Senate Resolution 132. Kightieth Congress, on the 
continuation of the RFC. I think it is Very interesting and it pertains 
to what the Senator from Connecticut is talking about. 

The table Says that this was an analysis of the comments of the 
banks according to size in answer to the question about competition 
and participation. 

Large banks: 15 said there was; that is. “Yes,” and 95 said “No.” 

Medium: 55 said “Yes,” and 797 said “No.” 

Senator Benton. No competition? 

Senator Futpricur, This is the banks’ experience with RF(C’s 
competition and participation. That is what I understood you were 
talking about a moment ago. 

The medium-smal] banks: 139 said there was competition: 3,436 
said “No”; and of the small banks 64 said “Yes,” and 2,483 said 
“No.” 

The totals show that 273 said competition existed. 

Senator Benton, How can vou claim it is competitive in the face of 
that overwhelming testimony from the bankers? 

Senator Futsriacnr. J do not think you can. This is only con- 
firmatory of the whole tenor of that questionnaire which was submitted 
in 1948. 

Let me complete this last figure: 273 said “Yes,” and 6,811 said 
“No competition,” which meant, I believe, 3.9 percent were of the 
view that there was competition in participation. 

Mr. Eccirs. The competition is indirect. Tt develops in this way: 
The kind of loans that the RFC makes are the kind of loans that the 
good bank will not make. They do not want the loan and therefore 
they are not in competition for the loan that RFC makes. But the 
RFC makes loans to certain industries that are in great competition 


. 


we 
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with other industries which have good loans from the banks. This 
RFC credit may affect the loans that the banks have. So they are 
directly in competition. Take the automobile business—the Kaiser- 
Frazer loan. You create through that Government financing the 
production of a new automobile, a new make of automobile, in a 
market where we had all the capacity that the country needed for the 
purpose of making automobiles and trucks. 

I remember several instances where certain concerns were operating 
and getting along and survived the depression and could stand on their 
own feet and their bank credit was perfectly good. Others were 
ready to fold up. In our competitive system we have always been 
willing, and we have always expected that private business, if it was 
not able to stand up under any kind of a normal condition, would be 
permitted to go bankrupt, that that is part of what we call our free- 
enterprise system, and the taxpayer’s money or credit is not to be 
used to support certain industries that could not stand on their own 
feet. 

In using Government credit, taxpayer’s money, we have weakened 
other businesses because there was not enough business for all of them, 
and that is very often why some of these little businesses get into 
difficulty. There just is not enough business for all of them. When 
the Government comes along and keeps the business going that 
possibly ought to go through the wringer, then naturally the com- 
petitive businesses in the area do not feel very good about it, and 
their bankers are not going to feel very good about the credits of 
those types of businesses. I remember one case there were three 
plastic companies and there was only. room for _ and the RFC 
came in and saved the worst one and the effect of it was it finally 
broke the other two, and all three of them were in eae: whereas, 
there was enough business for two, but there was not for three. It 
is that type of interference with the free-enterprise system that I do 
not think the Government should undertake through its credit 
mechanism. 

Senator Benton. I think that is a very valid point, Mr. Chairman. 
We do not have the time today, but to the extent to which the banks 
are operating along the traditional lines of free enterprise it is a subject 
that bears on this, if we had the freedom and the enterprise and the 
banking system. 

Getting back to the Valley Bank I heard Mr. Cosgriff’s testimony 
before the Expenditures Committee that he thought the difference in 
development between Arizona in recent years and New Mexico was 
that Arizona had the Valley Bank and New Mexico had not had 
similar and comparable banking structure and leadership. I do not 
suggest that that is true, I do not know. I am merely quoting a 
witness who came as a responsible witness before the Expenditures 
Committee. But it is widely felt throughout the country that one 
need for the RFC has been the unwillingness of the banks to take 
risks in certain areas of the country and the fact that enterprise is 
tending to be falling and shrinking on the part of the commercial 
banks. That is at the heart of part of the question involved of 
whether we need the RFC on behalf of smaller or riskier businesses. 

Senator Futsriacnur. Mr. Eccles, Senator Douglas has one para- 
graph he requests that I read to you and ask for your comment. | 
do not think it will take very long, but he was interested in this: 
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The contention is that either in normal or inflationary times when 
the demand for bank loans is reasonably heavy, small businesses will 
suffer at the hands of regular banks, since the time, effort and cost of 
investigating the books, properties and future of such a small business 
which might not be involved in a large business with a good credit 

rating prompts the banks to favor large or regular customers, and in 
turn small businesses, particularly now when they have the excuse 
of voluntary credit rationing program, to deny smail loans. 

Would you comment on that? 

Mr. Eccires. I do not think that that is true. 

Senator Futsricur. Why not? 

Mr. Eceies. It is not true for this reason. The banks today look 
at the ecredit‘risk rather than the size of the business. I know, as a 
banker, that it would be just as easy to turn down a large loan, a 
credit for a concern that was overextended, because you felt it had too 
much inventory, or that its working capital, too much of it, was 
being put into plant, and you would call a halt on it. In fact, you 
would do it just as quickly, if not more quickly, with a large business 
than vou would with a small business. 

Senator Futsricur. You are distinguishing on a basic quality. 
What if there is no difference, they both are good eneddit, but one is 
large — one is small, and where there is a demand for it it looks to 
me, as a psychological matter, there being a shortage of credit, that 
the easy thing for the bank to do is take the big one. 

Mr. Eccues. I think they would ration it. I think what a bank 
would do, if it pursued a policy of not expanding credit, would be to 
find that there is certain credit running off. The banks today have a 
lot of consumer credit that has no relationship to production. It is a 
consumption credit. They have also mortgage credit. Thev have 
been expanding FHA mortgage loans. What they could do and what 
they are doing today is to let some of these loans run off faster than 
new loans are made and in that manner they automatically get pay- 
ment of funds that tends to keep their loans down. When it comes 
to the commercial lending, what we term business lending, they are 
going to survey these various loans as they come due and maybe hold 
them from expanding further, or they may well say, now, this credit 
has not been reduced for a considerable time, we are trying as an anti- 
inflationary matter to reduce our loans. 

Now, there is always the competitive situation. If it is a customer 
that is an especially good customer and you know that other bankers 


are after his business, vou naturally are going to be pretty hesitant, 
whe lon he is little or big, to put pressure on him. He may come in 
and say—and he is perfectly good for the credit, he has good balances 


and his business is desirable, whether he is big or little—I want some 
credit today, and you know if you do not take care of him, whether 
he is little or big, he is going to go across the street to your competitor. 
Now, those are the factors that determine the lending policy of the 
commercial banks, and it is not a question of 

Senator Futsricur. The cost of servicing and investigating, we 
will say, there is a greater cost involved with a small one as compared 
to a large one, is that right? 

Mr. Eccies. You don’t investigate. They already have their 
financial record, if they are an old customer, over a period of years. 
You have a spread sheet and you know exactly what their balances 
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have been, you know the credit department furnishes the loan officers 
all of the information and they know exactly what the trend of the 
business has been, what the business is worth to the bank, and so forth. 

Senator Futsrieur. Let us assume two new customers come in 
that you have never heard of before, one is large and one is small. 
Would not the initial cost of becoming acquainted be much greater 
percentagewise on the small than on the large? 

Mr. Ececies. You have this condition: There is a differential on 
the interest rate that tends to compensate for that. The large com- 
mercial customer, such as General Motors, Sears, Roebuck, or Penny, 
you can take any number of these national concerns that maintain 
accounts throughout the country, they establish a credit line with 
those accounts and that credit line they call for when they need 
They get the going commercial rate, whether the money is borrowed 
in Phoenix, Ariz., or in Salt Lake City or New York. They pay 
the going commercial paper rate which today is under 3 percent; it 
is 2°, or 2% in some lines. 

Senator Futsriaur. Take two local people in, sav, Salt Lake City. 
One comes in and says he wants to borrow $500,000 and he is, say, 
upon investigation, good for it. Another one comes in and wants 
to borrow $5,000. Do they pay the same rate of interest, ordinarily, 
as a matter of custom? 

Mr. Eccies. No; they would not pay the same rate at all. They 
would pay a higher rate, that is, the small borrower would pay a 
higher rate. 

Senator Futsricur. The small borrower will pay more than the 
large one? 

Mr. Eccuies. That is correct. What would really happen, if a 
bank had to cut its loans because pressure on its reserves was n ee 
it necessary to cut its loans, it does not have Government bonds that 
it can sell without a loss in today’s market, say, and it would Gaus 
to sell its Government securities in order to get reserves. So what 
does it do in order to meet its requirements? 

It is more likely to collect on a national account that is looked upon 
as commercial paper that is paving 2%, or not more than 3 percent 
than it will a local businessman who is, possibly, paying 4 or 5 percent. 

Senator Futsricutr. Why is that? 

Mr. Eccues. Merely because they can get a substantial liquidation 
from one account to take care of a half dozen local accounts, and any 
local bank will give preference to good local business before they will 
outside commercial business. 

Senator FuLBRIGHT. Suppose they were both local and one is large 
and one is small, what would they give preference to? 

Mr. Eceues. I think the xy would take care of both of them. 

Senator Futsricut. But, say, they had to choose? 

Mr. Eceies. Well, I say, they are not going to have to choose, 
because before they choose either account, little or large, that are 
desirable and good accounts, what they will do is borrow from the 
Federal. They would let their Government securities run off, they 
would let their consumer paper, some of it, run off 

Senator Futsrigur. Suppose they do, maybe they won't, but let 
us just suppose the V have to choose or do choose betwee n the large 
and small. What would they choose, do you think, the one with 
the high rate of interest or the low rate of interest? 
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Mr. Eccuss. I think it would depend upon the collateral relation 
of the business. I have seen small accounts where the individuals 
are very important in the community 

Senator Futsriant. You do not mean they let a thing like that 
influence them? 

Mr. Eccues. They let every factor influence them that will influence 
the success of their business. 

Senator Futsriacutr. That sounds like the RFC. They must be 
making them on a political basis. 

Mr. Eccuers. That is local business politics that exists throughout 
the free-enterprise system, and will continue to exist, but they pay 
for their mistakes, that is the difference. 

Senator Futsricut. Well, the Board of Directors of RFC has been 
paying for its mistakes, too, has it not? 

Mr. Eccies. But the public, possibly, are going to be the ones 
that will finally pay. 

Senator Futsricutr. That raises one other question: Is it your 
contention that the RFC has cost the taxpayer money? 

Mr. Eccues. It has not yet. It has only cost them money in this 
sense, that it possibly is not paying for its capital what it would have 
to pay as a free enterprise. 

Senator Futsricut. Now, wait a minute. I have discussed this 
with vou before, I think. Let us assume they figure the going rate of 
interest on all of their interest-free capital from the beginning. Is it 
your opinion that they have cost the taxpayer money? 

Mr. Eccuies. I don’t know. 

Senator Futsricur. If they have not, then why should you 
complain about it? 

Mr. Eccies. 1 would complain because any Government lending 
agency is completely tax-free, and they get the benefit of low-rate 
Government credit, of exceedingly cheap capital on which to operate. 
Further they could almost. make loans with their eves shut in the 
inflation period that we have been through and not lose money. It 
is no test of the future. 

Senator Futsricur. Do vou think in that sense they are subsidized? 

Mr. Eccies. Yes, they are subsidized. 

Senator Futsricur. What about banks which are able to collect 
money and interest on the issuance of these notes, these Federal 
Reserve notes? Some people think banks are subsidized. 

Mr. Eccites. You mean Mr. Patman? 

Senator Futsricur. Yes, Mr. Patman thinks banks are subsidized, 
does he not? 

Mr. Eccues. Yes. 

Senator FuLsBricur. How about that? It seems to me they may be. 

Mr. Eccies. Banks are not subsidized as is often contended because 
loans create deposits. Those deposits that a bank creates go out 
through the banking system as a whole. You might argue that the 
banking system as a whole is subsidized if its earnings after taxes and 
after its operating expenses exceed what business generally makes 
upon its capital, but it does not do any such thing. So you cannot say, 
then, that the banking system, which is a chartered type of business, 
either State or Federal, and is supervised and controlled 

Senator Futsricgur. What do you mean if banks do not make 
money? 
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Mr. Eccies. They do make money and they have to make money 
to survive. 

Senator Futsricut. Certainly they do. They have very special 
privileges that other businesses do not have, too, do they not? 

Mr. Eccues. I do not think so. 

Senator Futsricut. Take section 102 of the Internal Revenue 
Act; does that apply to a national bank? 

Mr. Eccues. | think it applies to all banks. You mean 102? 

Senator FuLBricutT. Yes. 

Mr. Eccies. No; it does not apply to banks. 

Senator Futsricut. That is one of the very serious drawbacks in 
ordinary business, is it not? 

Mr. Eccies. No; that is not a draw-back. 

Senator Futspricut. It enables banks to escape under the great 
restrictions under it. 

Mr. Eccuers. I would say that section 102 of the Internal Revenue 
Act permits any business to use its earnings, all of its earnings, to 
expand its business without being subject to the penalty tax. Now 
the only reason that 102 penalizes a business is if it fails to pay out 
its earnings and if those earnings are not used, if they are not used in 
the business. That is the only penalty. The banks use their earn- 
ings within their business. 

Senator Futsprigut. They should have their capital, then, rather 
than the earnings. What happens is that you get people dealing in 
bank stocks, and so on, always under your capital gains rather than 
your earnings. Banks traditionally pay very little in the way of 
dividends. 

Mr. Eccies. The ratio of the capital of banks in relationship to 
their deposits has been small and the Comptroller of the Currency 
has put a great deal of pressure upon national banks not to pay out 
dividends. The FDIC, in particular, has put pressure upon all 
insured banks to build up their capital and surplus and reserves so as 
to reduce, of course, the liability upon the insurance Corporation, 
and banks have had great difficulty going out and raising capital in 
the capital market because people hesitate to own bank stocks as the 
result of the experience of the twenties and the thirties, and bank 
stocks today sell generally very much under their actual liquidating 
value. 

Therefore, I say that they cannot be called subsidized when they 
cannot go into the capital market and readily raise money and when 
their stocks are selling below their liquidating value. It must be 
that they are not such an attractive investment, their earnings are 
not excessive, or they would not be in any such position. 

Senator Futsrieut. A lot of people think they are becoming such 
a strongly entrenched monopoly that that is the reason why they do 
not have the interest of the public in their securities. 

Mr. Eccies. Well, there are 14,000 of them in the country. 

Senator Benton. May I come back, Mr. Chairman, to the point 
about the fellow going across the street. Do you not agree that in a 
small town where there are only two or three banks, it is pretty diffi- 
cult for that fellow to switch easily across the street. It has always 
seemed to me that one of the big advantages of the RFC is that it 
does potentially give the little fellow a street that he can cross. 
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Mr. Eceres. It is my experience that it is usually easier to switch 
across the street when there are only two banks in the community, 
and what is more, with the good roads and the automobile 

Senator Benron. You have just spoken of community pressures 
and prestige that sometimes get men loans in a community; conversely, 
an enterprising man in a community often has adverse pressures oper- 
ating against him that, it would be my judgment, frequently keep him 
from getting a loan. 

Mr. Eccues. I think there have been those possibilities. 

Senator Benton. When you only have two or three banks in the 
community it is a very easy thing for the most enterprising man, 
perhaps doing the most unorthodox nontraditional thing, to have the 
greatest difficulty in getting a loan. 

Mr. Eccies. You will find that the type of loan he wants is the 
tvpe that if the bank took the Comptroller of the Curreney and 
FDIC would come in and raise the devil about the minute he got it. 

Senator Benton. Here we get to the RFC. This is exactly the 
need for the RFC, which seems to me to transcend the immediate 
problem of inflation, the shortage of currency, and so forth, a much 
longer range question. 

Mr. Eccies. Capital accounts are investments, except in inflation- 
ary periods when we need bank credit, and should be taken care of 
out of savings. The whole idea of our capitalistic system is to provide ' 
either directly out of individuals’ income, or indirectly out of institu- 
tional income, such as savings banks, insurance companies, building 
and loan companies, and various types of savings sources, to supply 
the capital. 

The place of the commercial bank is pretty largely that of providing 
the working capital and not the basic capital, and the Government 
should not provide the basic capital; it should be the job and business 
of our savings institutions and the individuals of the country to pro- 
vide the capital. 

Now, for the commercial banking system to do that, it means the 
creation of new money for the purpose of building up a permanent 
plant and facilities, which should be built out of savings, either through 
equity capital or long-term capital. That is where the capital should 
come from and not out of the commercial banking system, except if 
we have a deflationary situation. Weare not so concerned then about 
creating more deposits, either through loans to the Government to 
finance deficits, or we create the deposits by term loans or capital 
loans to the private economy, but in an inflation we should avoid 
studiously the creation of money through commercial bank credit for 
capital loans. because there is no way of paving that loan off except 
out of earnings. It may become a permanent loan. 

When you loan for prpduction, direct production, when you finance 
a crop, a sugar crop or a canning crop, or a grain crop, when that crop 
is marketed, that money comes back. There is a string tied to the 
loan. The money is created to produce the wealth and as the wealth 
goes into the market the money comes back and pays the loan. But 
when you make a loan to build a factory the only way that loan can 
be paid out is out of the profit, if the operation is a profitable one. 
That is the type of credit that is so often wanted by local small busi- 
ness, and there is altogether too much of it that has been made in the 
past. 
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(The following was received for insertion in the record:) 


Boarp OF GOVERNORS, 
FEDERAL RESERVE SysTEM, 
Washington, May 21, 1951. 
Hon, A. Wittis RoBERTSON, 
United States Senate, Washington 25, D. C. 

DEAR SENATOR Ropertson: This letter is in response to vours of May 1 in 
which you ask for any suggestions with respect to amendments that might be 
made to the Federal Reserve Act which would permit the Federal Reserve System 
to provide financing aid to small business in normal times. 

The use of the private banking system should be encouraged in the financing of 
small-business enterprises, whether the need is for current working capital or for 
longer term funds. The Reserve banks are qualified to assist local banks in 
making credit available to borrowers, who, though otherwise meritorious, may 
present credit risks of a character which banks will not ordinarily accept; and, by 
such aid, the Reserve banks could help to restore and maintain normal credit 


relationships between such borrowers and the banks. However, the Reserve 
banks have been handicapped in carrying out such a function by the restrictive 
provisions of section 13b of the Federal Reserve Act. Under present law they 
may make commitments and loans only for working capital purposes, only to 
“established”? businesses, and only with maturities not exceeding 5 vears. These 


limitations make it difficult to render effective assistance in meeting the require- 
ments of smaller businesses. 

One method of utilizing the services of the Federal Reserve System more 
effectively in the extension of financial assistance to small business in normal times 
would be to authorize the Reserve banks to enter into participations and commit- 
ments with financing institutions with respect to loans made to business enter 
prises, on a basis under which a Reserve bank might assume not more than 90 
percent of the risk involved and under which loans would not be limited solely to 


working capital purposes or restricted to “established” businesses. The maximum 
maturity on any such loan should be fixed at 10 instead of 5 years. The local 
bankers, of course, should assume as much of the risk as possible. If yvour com- 


mittee should so desire, the Board will be glad to submit draft amendments to 
carry into effect changes of this kind. 

Another method of dealing with the problem is incorporated in a bill (S. 1329 
introduced in the present s¢ ssion of the Congress which would amend the Federal 





Reserve Act to provide for the creation of investment companhle to aid in meet M 
the financing needs of small business. Hearings were held on similar legislatio 
in June of last vear. 

Some changes in the law such as those mentioned above would be appropri: 
for consideration in more normal times as means to aid in the financing of I ness 
enterprist S. As vou know, howe ver, because of tl eC t a il DY l! 
resulting from the defense emergency, a variety of measur are eing taker 
especially by the Federal Reserve System, to discourage anv ex nsions of ered 
that are not essential for defense. In the circumstances, we fi that there 
serious question as to the advisability of changes In the law at t t inne at 
provide additional authority for the expansion of the use of credit, ey by sn 
businesses, for any purposes that are not closelv related to defense needs 

Recently the Senate Banking and Currenevy Committee requested the views 


of the Board on 8. 515, a bill to amend the Reconstruction Finanee Corporati 


- } 


ict. In response to that request, the Board expressed the view that any eredit 
necessary for the national defense and for other purposes should be made availabl 





to the fullest extent possible through private credit channels and that ( 
exceptional cases in which Government assistance may be required laral = of 
loans by private institutions are more desirable than direct Government loa 
The reply also stated that if the powers of the Reconstruction Finanee Corpora- 
tion to make direct loans were to be continued they should b ! en torm as to 
require that loans be made only in the exceptional cases in which ert 


available from other sources and that the Reeonstruction Finanee C¢ rporatior 
which was organized in 1932 as an emergency organization, should continue to br 
essentially so regarded. 

Sincerely vours, 


Wa. McC. Martin, Jr., Chairman. 
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Senator Futsricut. The committee will recess until Monday at 
10 o’clock. I want to thank you, Mr. Eccles, for your time and your 
contribution. 

Mr. Eccues. I thank the committee for this opportunity. 

(Whereupon, at 1:20 p. m., the committee recessed until Monday, 
April 30, 1951, at 10 a. m.) 
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MONDAY, APRIL 30, 1951 


Unirep Sratres SENATE, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 

The committee met, pursuant to recess, at 10 a. m., in room 301, 
Senate Office Building, Senator Burnet R. Maybank (chairman) 
presiding. 

Present: Senators Maybank, Robertson, Frear, Douglas, Capehart, 
sricker, Ives, Schoeppel, Dirksen, Bennett. 

Also present: Senators Byrd, Williams, and Ferguson. 

The CHArRMAN. The committee will please come to order. 

Mr. President, we are delighted and pleased to have you here this 
morning. | would like to say this is the first time we have had a 
meeting in this room since it has been done over and rearranged, and 
we are honored to have you as the first witness in the committee room 
since it has been rearranged. 

Will you proceed in your own way, sir. 


STATEMENT OF HERBERT C. HOOVER, FORMER PRESIDENT OF 
THE UNITED STATES 


Mr. Hoover. Mr. Chairman, it rather lends itself to a concentra- 
tion of thought, I have prepared a short statement. 

The CuarrMan. Thank vou. 

Mr. Hoover. I have said here that vour committee has no doubt 
requested me to advise you on my views because of the original crea- 
tion of the RFC upon my recommendation and because of the in- 
vestigation into it by the Commission on Organization of the Executive 
Branch of the Government of which I was Chairman. 

To go directly to the point, first, | believe that the RFC should be 
liquidated, and, second, I believe it should be liquidated by its new 
Administrator, and, third, I believe some facilities for loans in the 
small business field should be continued under another form of 
organization, 

As to this small business field, the starvation of credit cannot be 
very great, especially during the last 5 or 6 vears. The 5-vear average 
of the number of businesses operating in the country is almost 4 
million, and the new businesses that start up have averaged about 
100,000 annually. From the number of loans under $100,000 made 
by the RFC—and assuming they were necessary—the relative figures 
rather indicate that probably 90 percent of small businesses managed 
to finance themselves otherwise. 

89 
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Be that as it may, I think the need should be tested out further. 
The Federal Reserve banks are already engaged in guaranteeing loans 
for defense production. They have some other authorities of guaran- 
ties in loans. Therefore, my suggestion is that their authority should 
be extended to a 100-percent guaranty, where it is necessary, of small 
business loans and that they should administer them. 

The Reserve banks, of course, should be indemnified by the Govern- 
ment against losses. It would only require a small organization set 
up in the ‘Treasury Department to guide these purposes. But loans 
in this group should be restricted, first, that they do not exceed 
$100,000; second, that there be the usual safeguards, such as were 
originally provided for loans; and, third, that they must be, as your 


committee recommended 2 years ago, made only where public interest 
is concerned and not solely the interest of the borrower. And, fourth, 


I would suggest that the borrower should be required to pay a substan- 
tial overriding rate of interest above the local bank rate in order to 
indemnify the Federal Reserve banks for their risks and to pay their 
expenses. Moreover, such an overriding rate would tend to limit the 
number of loans applied for. 

| believe the collateral activities of the RFC should be transferred 
to appropriate departments where definite responsibility of a Cabinet 
officer or single-headed administrator can be established. For  in- 
stance, the rubber business could be transferred to the Department. of 
Commerce; the tin smelting to the Bureau of Mines of the Department 
of Interior; the functions of providing emergency credit for defense 
activities could be transferred to the Defense Department or to the 
Director of Defense Mobilization who already have such authorities. 

There are a good many reasons that lead me to these conclusions. 

First. The emergency agencies for defense production seem to be 
already in motion. They are meeting this crisis, and the RFC is not 
needed in this field 

Second. If a national emergency in credit should oceur, such as a 
great economic crisis of 1932, the Congress, at any time of such need, 
can quickly create the necessary institution. Of great importance is 
he f iat in time of emergency, the Government can command the 
best talent in the country. It is very difficult to maintain such talent 
in othe — es 

Third. 1] ‘he last time the Congress was considering extension of the 

rity of the RFC, | recommended that it be retained as an in- 

active stan dby institution for 2 or 3 vears in a restricted field. In- 
stead of that, it has been most active and expansive. 

When the RFC was founded in 1932 for the emergency of a national 
collapse of credit, very stringent requirements were set by the law as 


to security, purpose, and the absence of other sources of credit. Since 
that time, eae Shack bea alee | v legislation passed in 
January 193 April 1938, May 1938, and Tai 1948. As a conse- 


quence, the ins stitution now undertakes to finance, by so-called loans, 
almost anything, domestic and sometimes even foreign, on most any 
terms that it pleases. In 1948 the penalties for misfeasance of con- 
duct were removed. 

Fourth. In my view, when RFC enters into the nonemergency area 
of loans in excess of $100,000, its social and econo nic purpose becomes 
submerged in support of risky business, and in bailing out creditors 
ona large scale. In this area of larger business it would appear from 
the Fulbright hearings that the operation of the RFC for the past 4 or 
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5 years really showed a great loss, and I see no reason why the tax- 
payers’ money should be. used to subsidize larger peacetime business. 

Fifth. This area of loans in excess of $100,000 is where the great 
dangers to the Nation have occurred. That loans of this character 
have led to favoritism and corruption has been demonstrated by the 
exposures of the Fulbright committee. Corruption in Government is 
far wider in effect than corruption in private business. Corruption in 
business affects only the pockets of the employers or the owners. Cor- 
ruption in Government affects the pockets of all taxpayers, but far 
worse, it affects the morals of a people and lowers their respect for 
government. 

Sixth. The wisdom of the management of the RFC in recent years 
is seriously challenged by that infallible test of results. These results 
have been exposed by the Fulbright committee. It is doubtful if 
wisdom can ever be maintained in such widespread Government action 
which requires the utmost of good judgment and technical skill. Under 
any administration a large part of the decisions must be delegated to 
somebody. And delegation to a bureaucracy of the average talent 
available to the Government does not always include the skill and 
integrity that are required. 

Seventh. It would appear that the test of public interest has been 
very little applied in recent vears. The public interest in several of 
the large loans has already been questioned by the Fulbright com- 
mittee. As further examples, I append some lists of a few samples 

The first list is 39 lesser-sized loans made for hotels, ranging from 
$9,000 to $1,500,000 In 23 States 

The second list is 14 loans made to hard- and soft-drink manufac- 
turers and distributors. 

The third list is 18 loans to theaters and bowling alleys ranging 
from $17,000 to $1,200,000. 

| could have made up a list of beauty parlors and pool rooms and 
snake farms. 

The lists referred to follow: ) 


Selected loans to hotels and othe hoste! 
Sax Enterprises, Inc., Miami Beach, Fla. (refinanced); May 19, 

1949 $1, 500, 000. 00 
Mapes Hotel, Reno, Nev. (25 percent participation) ; Oct. 6, 1949 1, 300, 000. 00 
Simburg, Harry and Jennie, Miami Beach, Fla. (Hotel Sorrento 

Oct. 27, 1949 1, 000, BOO. OO 
C‘ivie Hotel Corp. of Odessa, Odessa, Tex.: Feb. 27, 1950 650, 000. OO 
Jack Tar Court Hotel, Hot Springs, Ark.; unpaid loan balance 

June 30, 1950 565. 000. 00 
Borger Hotel Corp., Borger, Tex.; Jan. 30, 1950 $13, 429. 00 
The Virgin Isle Hotel, Inc., Thomas, V. I.; undisbursed loa 

balance, June 30, 1950 100. 000. BO 
Tahoe Biltmore Hotel, Ine., Crystal Bav, Mo.: 

SLP— RFC’s portion $45, 000 
2 BPA loans 300, 000 


345, 000. 00 
The Balsams, Ine., Dixville Notch, N. H.; unpaid loan balance, 
June 30, 1950 300, 000. 00 
Community Hotel Co., Norman, Okla.; approved 300. 000. 00 


Knutson Hotel Corp., Minneapolis, Minn.: 


Undisbursed loan balance, June 30, 1950 25. 000. 00 
Unpaid loan balance, June 30, 1950 270, 000. 00 
Total 295, 000. 00 


SHOT? D1 7 
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Selected loans to hotels and other hostelries—-Continued 


Grand Hotel Co., Billings, Mont., undisbursed loan balance (par- 


ticipating), June 30, 1950 


Bluebeards Castle Hotel Corp., Thomas, V. I.; undisbursed loan 


balance, June 30, 1950 


Muscle Shoals Community Hotel Corp., Sheffield, Ala.; 


loan balance, June 30, 1950, reported 
Hereford Community Hotel Corp., Hereford, Tex.; July 14, 1949 
Carlton Plaza Hotel Co., Detroit, Mich.; undisbursed authorized 


loan balance, June 30, 1950 


Morningstar Hotels, Inc., Thomas, V. 


ance, June 30, 1950 


unpaid 


I.; undisbursed loan bal- 


Shore Club Lodge, Inc., Boise, Idaho; unpaid loan balance, June 


30, 1950 


Tower Courts, Dallas, Tex.; unpaid loan balance (participating), 


June 30, 1950 


Bar Harbor Hotel, Bar Harbor, Maine: Dec. 27, 1949 
Independency Community Hotel Co., Independence, Iowa; un- 


pain loan balance, June 30, 1950 


Kennett Hotel Co., Kennett, Mo.: u 


June 30, 1950 


Clinton Community Hotel Corp.., 


June 30, 1950 
Henning Hotel Co., Casper, Wyo.; 
1950 


ndisbursed loan 


balance 


Clinton, Ohio; undisbursed 

authorized balance (participating), June 30, 1950 
Plymouth Hotel Corp., Fort Fairfield, Maine, amount authorized 
Saratoga Hotel Co., Saratoga, Wyo.; undisbursed loan balance, 


unpaid loan balance, June 30, 


Round-Up Lodge, Deming, N. Mex.; authorized 


Titusville Hotel Corp., Titusville, Pa.; 


30, 1950 


unpaid loan balance, June 


Richard S. and Ellen H. Butler, trading as The Butler’s Canvas- 
back Inn, Perryville, Md.; Feb. 23, 1950 

: Apr. 6, 1950 

Island View Camp, Inc., Pottsboro, Tex.:; amount 

Woolsey C. Coombs, doing business as Casa Blanca Hotel; Apr. 


South Parkway Hotel, Chicago, II. 


3, 1950 


Tower Trailer Park, Inc., Dallas, Tex.; authorized 
Charles Fink Fischer and Vera Fischer, doing business as Sand- 
paper Inn, Fort Walton, Fla.; Jan. 26, 1950 


Frontier Motel, Willeox, Ariz.: amount 


authorized 


Remora Lodge, Inc., Lyndon, Vt.; amount authorized 


Cactus Courts, Carlsbad, N Mex.: 
Gross amount 


RFC share 


Mission Trailer Park, Tucson, Ariz.: amount authorized 
tock Creek Camp, Whitesboro, Tex., authorized 


Ne le ( te d loans to distill re. hre wers, and hottlers 


United Distillers of America, Inc.; United Distillers of America, Ltd.. 
New York, N. Y.: unpaid loan balance, June 30, 1950 
James Distillerv, Inc., Baltimore, Md.: unpaid balance, June 30, 


1950 
Harvard Brewing Co., Lowell, 
balance, June 30, 1950 


Mass.: 


Old Rock Distilling Co., Joplin, Mo.: 
Undisbursed loan balance, June 30, 1950 


Unpaid loan balance, June 30, 


Total 


1950 


undisbursed 


authorized 


248, 798. 
000. 


8, 165. 
, OOO. 


32, 000. 
», OOO 
», OOO 


$331, 
315, 
300, 
29, 
210, 


240, 


, 000 


, 000. 


000. 


000 


500. 


, 000 
, 000 


, 000 
9, 000 


, 000 


, 914. 
000. 


, 000. 


, 000 


000 


000. 


5, 000 
0, 000 


893, 
, 446. 
, 000. 
, 000. 


500 


000. 


000 


936 


063. 5 


000 


OU 
OO 


99 


OO 


OO 


92 
00 


00 
00 


00 
00 


OO 


16 
00 
00 
00 
OO 


00 


00 
OO 


00 
00 
00 
00 
00 


00 
00 


00 
00 


00 
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c 


Selected loans to distillers, brewers, and bottlers—Continued 


Morello Winery, Kerman, Calif.; undisbursed loan balance, June 30, 


PW Rid cclita sdiig acest igi ls ws i $200, 000. 00 
Metz Brewing Co., Omaha, Nebr.; unpaid loan balance (participat- 

ing) June 30. 1950__ ene 178, 125. 00 
General Beverage Co., Inc., Oklahoma City, Okla.; unpaid loan 

balance, June 30, 1950 : 145, 000. 00 
Coast View Winery, Inc., Fresno, Calif.; participating unpaid loan 

balance, June 30, 1950 117, 750. 00 
Clinton Distilling Co., Clinton, Iowa; unpaid loan balance, June 30, 

1950 _ _- ee ; 114, 000. 00 
Yakima Valley Brewing Co., Selah, Wash.: unpaid loan balance 

(participating), June 30, 1950 eee 99, 562. 50 
Seottish-American Distillers, Ltd., Peoria, Ill.; unpaid participating 

loan balance, June 30, 1950 ; 94, 687. 50 
Coca-Cola Bottling Co. of Fargo, Fargo, N. Dak.; unpaid loan 

balance, June 30, 1950_______ 5 90, 163. 04 
The Wooden Shoe Brewing Co., Minster, Ohio; unpaid loan balance 

(participating), June 30, 1950_- 65, 040. 00 


Sheridan Brewing Co., Sheridan, Wyo.; unpaid Joan balance (par- 
ticipatin x), June 30, 1950 ea - : 60, 000. 00 


Selected loans to theaters, bars, bowling alleys and other recreational activities 
’ g / 


Hal Roach Studios, Ine., California $1, 292, 950. 00 
Gersonde Bros. Recreation, St. Joseph, Mich.; authorized total o¢é, 212. 28 


Hunt’s Theatres, Inc., Wildwood, N. J.: 


Undisbursed loan balance, June 30, 1950 150, 000. 00 
Unpaid loan balance, June 30, 1950_- é 128, 773. 71 
Total 8, 773. 71 


j7 
“aé I 
Hollywood Stars, Inc., California 172, 600. 00 
Coast Drive-In theatres, California 164, 669, 22 
Herndon Stadium, Inc., Atlanta, Ga.; unpaid loan balance, June 


30, 1950_ , 164, 038. 46 
Collier Enterprises, Inc., Lowell, Mich.; authorized 147, 500. 00 
Poulsen & Schock Theatres, Anchorage, Alaska; undisbursed loan 

balance, June 30, 1950 , 100, 000. 00 


Gold Front Bar, Gold Front Theatre, Gold Front Recreation, 
Cheboygan, Mich.; undisbursed authorized balance, June 30, 


1950 2, 85, 000. 00 
Varden Park Bowling Club, Jackson, Mich.; authorized 78, 000. 00 
Plymouth Rock Bar, Detroit, Mich.: authorized 39, 500. 00 
Plains Theatre, Lockney, Tex.; authorized ; 27, 500. 00 
Kloia Theatre, Calvert, Tex.; amount authorized 25, 000. 00 
Samuel E. Evans (Rattlesnake Farm), Colfax, Calif.; authorized 25, 000. 00 
Howes Lanes (Bowling). Clarkston, Mich.: authorized 20, 212. 28 
Poormans Recreation, Buchanan, Mich.; authorized 20, 000. 00 
Bronson Theatre, Bronson, Mich.; authorized. _ 17, 500. 00 
Montcalm Bowling Center, Pontiac, Mich.; authorized ; : 17, 000. 00 


Mr. Hoover. What public interest there can be in the operation of 
these types of businesses at the taxpayers’ risk is very difficult, at 
least for me, to see. 

Kighth. This institution has now nearly 3,000 employees and a 
great overhead. The Federal Reserve banks could administer the 
small business loans with a minor staff. The Federal Reserve per- 
sonnel are of high order of character and ability. Also, they under- 
stand the lending of money. 

You are no doubt familiar with the reports by the Commission on 
Organization of the Executive Branch. 
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The Commission’s task force for the examination of the RFC was 
set up on the suggestion of Secretary James Forrestal, who was a 
member of that Commission. He recommended that Mr. Paul 
Grady of Price, Waterhouse & Co., public accountants, should be 
made chairman of this task force. Mr. Grady was a former Assistant 
Secretary of the Navy handling finance matters. Mr. Grady was 
supported by an advisory committee of very able men, and it was an 
exhaustive investigation. 

The task force recommended the liquidation of the RFC, They 
recommended the placing of any necessary lending of this character 
in the Federal Reserve banks under a system of guaranties. They 
made recommendations as to the disposal of the collateral activities. 
They made alternative recommendations in case liquidation was not 
possible. These latter recommendations called for a most vigorous 
reorganization with greater safeguards on loans if the institution was 
to continue. 

The Commission itself made a number of recommendations in 
respe et to the RFC 

They did not agree, or could not agree upon liquidation, but the 
majority of the Commission agreed upon a condemnation of direct 
lending by the Government to persons or enterprises, except, of 
course, In national emergencies. 

The Commission in that sentence said it 
opens up dangerous possibilities of waste and favoritism * * * it imvites 
political and private pressure or even corruption. 

I think you will agree that that statement made a few vears ago 
was Ir — prophe tic. 

As a Commission we recommended that Congress would review at 
once Ae powers of the RFC so as to produce “economy, efficiency, 

nd integrity. 

It was further recommended that greater restrictions should be 
pis 7 . on lo: wns. 

Ve also recommended that the normal channels of credit should bx 
used hs guaranteed loans through private or other established agencies. 

We recommended the placing of some of the collateral activities in 
other agencies better able to administer them. 

We further recommended that the whole organization be placed in 
the Treasury Department with responsibility for its administration 
vested in the Secretary of the Treasury. 

The factual matter and recommendations of the Commission on 
Organization and its task force appear in about 10 different places in 
its reports. For the convenience of this committee, I have assembled 
these statements from their scattered sources. 

I do not propose to read them to you because it will take too lot 
and | rm zht perhaps you would like to have them for the record. 

The Cuarrman. They will be printed in the record. 

The information referred to follows:) 


REPORT OF THE COMMISSION ON ORGANIZATION OF THE Executive BRANCH 
rHE GOVERNMENT—LENDING AGENCIES 


DIRECT LENDING TO PRIVATE PERSONS 


While some agencies in this group have additional security for their loans be 
cause private-credit instituti participate in their guaranties, other agenci 
lend directly to private enterprise or to individuals without the participation 


ntern ediate private agencies, 
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Direct lending by the Government to persons or enterprises opens up dangerous 
possibilities of waste and favoritism to individuals or enterprises. It invites politi- 
eal and private pressure, or even corruption. Emergencies may arise in de- 
pression, war, or disaster which must be met in this way. But direct lending 
should be absolutely avoided except for emergencies. 

We recommend (a) that the Congress review the power to make direct loans 
excluding the two minor activities mentioned above), taking into account the 
problems of economy, efficiency, and integrity; (6) that in nonemergency periods 
the Congress place restrictions on direct loans in order to insure that the normal 
channels of credit are utilized to the maximum extent possible or, alternatively, 
provide for the guaranty of loans made by private or other established agencies. 

However, no guaranties of loans should be made on terms more liberal than 
those made on direct loans. The Government should not engage in direct lending 
where loans can be obtained from private sources on reasonable terms. 


FEDERAL NATIONAL MORTGAGE ASSOCIATION 


The Federal National Mortgage Association is not included in the Housing and 
Home Finance Agency. It is a corporation created in 1938, with capital sub- 
scribed by the Reconstruction Finance Corporation. It has operated in the see- 
ondary market as a buyer of certain classes of mortgages insured under Federal 
Housing Administration programs. 

As of July 31, 1948, its financing had all been supplied by the Reconstruction 
Finance Corporation as follows: 


Notes Payable $48, 709, 24: 
Capital Stock 10, OOO, OOF 


$ 
) 


On that date, the Association had unused borrowing authority of $243,844,000 
It held $63,795,687 worth of Federal Housing Administration-insured mortgages 
and was committed to acquire over $200 million more. 

The Home Loan Bank Board operates directly in this field, but the Federal 
National Mortgage Association remains as a part of the Reconstruction Finanee 
Corporation. 


Recommendation No. 11 


We recommend that the Federal National Mortgage Association be p aced under 
the Administrator of the Housing and Home Finance Agency. 


RECONSTRUCTION FINANCE CORPORATION 


The Reeonstruction Finance Corporation performed a useful and necessary 
function in the days of the depression and the war. Its life was extended by the 
Congress on May 25, 1948. The manifest major purpose of that extension was 
to maintain it as a stand-by ageney in case of emergencies. But it still 
31 braneh offices and over 5,000 emplovees. 

This ageney is engaged in making direct loans to persons and enterprises, 
frequently without the participation of private agencies in i 

Our task force strongly recommends the liquidation of this corporation and 
the substitution of guarantees by the Government, operating through the Federal 
Reserve Banks, of loans to be made by commercial banks. 

The Commission believes it preferable that the Corporation be reorganized t 
guarantee loans by commercial banks. 

There may arise cases of needed loans which are not available from private 
institutions. However, this unavailability, except in the case of emergency or 
where the national defense is involved, arises from the fact that more than normal 
risk usually isinvolved. It may be in the public interest to provide such credit 

However, the credit of the Government should not be used to obtain lower 
rates of interest and easier terms than those which private institutions can 
properly provide. 


has 


ts risks. 


Recommendation No. 18 

We recommend that the Congress review the Reconstruction Finance Corpora- 
tion in accord with our Recommendation 8 (p. 24). 

In our report on the Treasury Department, we have recommended that the 
Reeonstruction Finance Corporation be placed under the supervision of the 
Secretary of the Treasury. 
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Report on the Treasury Department 


Reconstruction Finance Corporation—-The Commission believes that the 
operations of this corporation, on which we make recommendations in our report 
on Federal Business Enterprises, should be placed in the Treasury Department 
with general responsibility for its supervision vested in the Secretary. 

REPORT ON RFC BY THE TASK FORCE 

The Members of the task force were Paul Grady, former Assistant to the 
Secretary of the Navy and Theodore Herz, Assistant to Mr. Grady. (Price, 
Waterhouse & Co., certified public accountants). Advisory Committee: Paul 
Bestor, president, The Trust Co. of New Jersey; Donald D. Davis, president, 
Minnesota & Ontario Paper Co.; Walter J. Cummings, chairman of the board, 
Continental Illinois National Bank & Trust Co., Chieago, Ill.; Walter D. Fuller, 
president, the Curtis Publishing Co.; George L. Harrison, president, New York 
Life Insurance Co.; Arnold B. Keller, senior consultant, International Harvester 
Co.; Walter B. Lichtenstein, financial and economic consultant, Chicago. 


Thousands 
Direct expenditures for relief and to create employment - ‘ $283, 000 
Financing of other agencies: 
Allocations of funds to other agencies of the Government: 
Federal Emergency Relief Administration, under various 
acts from May 1933 to April 1935 1, 500, 000 
Secretary of the Treasury; to purchase capital 
stock: 
Federal home loan banks $125, 000 
Home Owners’ Loan Corporation_- - -- 200, 000 


325, 000 
Governor of Farm Credit Administration (prior to 
May 27, 1933, the Farm Loan Commissioner 
Act of May 12, 1933 (48 Stat. 48), to make 
first- and second-mortgage loans secured 
by farm property, real and personal, in- 
cluding crops... _----- Aes 145, 000 
Act of June 16, 1933 (48 Stat. 258) as part of 
§$120,000.000 revolving fund for production 
credit corporations, the remainder to be 
made up mainly out of collections on crop 
loans—act of Feb. 4, 1933, below 10, 500 
Act of Jan. 31, 1934 (48 Stat. 345), to be used 
with recoveries out of $145,000,000 above 
as paid-in capital ot Federal Farm Mortgage 
Corporation........<<.... ae Ray 1 ie 55, 000 


— 240, 500 
Secretary of Agriculture: Act of Feb. 4, 1933 (47 Stat. 795), 


for crop loans (later earmarked for PCC revolving fund 
I 


see above) 115, 000 
Federal Housing Administration: Act of June 27, 1934 (48 

Stat. 1247), as amended, to finance activities under the 

National Housing Act 98, 000 


fegional agricultural credit corporations: Act of Aug. 19, 
1937 (50 Stat. 717) and subsequent legislation, to cover 


administrative expenses 22, 500 
Farm Loan Commissioner: Act of May 12, 1933 (48 Stat 
16), to make loans to joint stock land banks- ~~ - 2, 500 


Purchase of capital stock of Government corporations: 


Regional agricultural credit corporations___- $44, 500 
Commodity Credit Corporation 97, 000 
Disaster Loan Corporation__- oh 24, 000 
- 165, 500 
Total of funds supplied to other agencies 2, 469, 000 
Interest on RFC indebtedness to Treasury 33, 000 
Total - -. Bi : 2, 785, 000 
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10 
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RECOMMENDATION THAT RFC BE DISCONTINUED 


The Congress recently extended the existence of Reconstruction Finance Corpo- 
ration for a period of 8 years beginning July 1, 1948, and it extended the Corpora- 
tion’s lending powers for the first 6 of those 8 years, the other 2 years being a 


liquidation period. The legislation was adopted following an inquiry made by a 


subcommittee of the Senate Committee on Banking and Curreney. 

Notwithstanding the recent legislation, we recommend that RFC be placed 
into liquidation at the first convenient date. As a practical matter, this would 
probably be at the close of June 1949. We recommend that the Corporation’s 
affairs be transferred to the Treasury Department for liquidation as they would 
have been had the provisions of the corporate charter been permitted to take effect 
at June 3, 1948. 

Reconstruction Finance Corporation performed a useful and necessary function 
in the days of the ‘‘Great Depression,” and it is generally agreed that its perform- 
ance was highly satisfactory. Created originally to meet the demands of a partic- 


ilaremergency, RFC was intended at the outset to be only a temporary institution 


to exist for 1 year. Yet it has been continued in existence, and it has been used 
from time to time to meet various wartime and other emergeneyv needs of the 
Government which arose after its creation. Its added functions were considerably 
more extensive than its original functions. On the whole, the added functions 
have also been well performed. 

Under the law which existed after the close of June 1947, RFC was to expire 
on June 30, 1948. Late in the calendar vear 1947, the Senate Committee on Bank- 
ing and Currency condueted an inquiry which extended through the month of 
February 1948. The inquiry was a thorough one. Many witnesses were called 
and many points of view were examined. On March 10, 1948, the full Committee 
on Banking and Currency released the approved report of its subcommittee which 
recommended that RFC be continued after June 30, 1948, on a permanent basis, 


though primarily as an emergency agency. In response to this recommendation, 


on April 6, 1948, the Senate approved the committee’s legislative proposals. On 
May 25, 1948, after the bill had been changed in some respects in a conference of 
both houses, Public Law 548 was approved by the President. This was the new 
RFC Act. 

\t the present time there are no compelling arguments which could be given 
in favor of the creation of an RFC. This was recognized by the Senate Com- 
mittee on Banking and Currency, which stated in its report: ‘‘It is clear that the 
need which led to the creation of RFC in 1932 is no longer present and 
tinuation of RFC must be justified on a basis other than that upon which its 
original creation was justified * * *.’’ The committee’s proposal to the 
Senate, accordingly, was based, not upon compelling reasons for having an RFC, 
but upon the following arguments for not permitting the existing agency to 
expire: 

1. RFC, or an agency like it, may be needed in the future, should there again 
be national emergencies arising out of financial crises similar to that which 
xisted in 1931 and 1932, or out of national defense crises similar to that which 
existed in 1940; 

2. There are certain useful functions which can be performed by RFC during 
normal times; and 


3. Based on the record, it appears that RFC breaks even or earns a financial 
profit in its lending operations, and accordingly, its continued existence costs the 
Government little or nothing. 

The committee believes the severity of future national emergencies, arising 
both from financial crises and from national defense crises, may be minimized 
f RFC is .kept in existence with a working organization, and with stand-by 
emergency powers. From the standpoint of the use of RFC, there is a distinetion 
between the two types of crises. In a financial crises, the Corporation’s principal 
value would arise from the capability and experience of the people comprising 


that con- 


ts lending organization as well as from its statutory powers In a national 
lefense crisis, the statutory power to borrow and expend publie funds would be 
the Corporation’s most important attribute, and its lending organization would 


ave only secondary significance. 

It is an accepted fact that an organization of people in stand-by status will 
end to disintegrate. However, the Senate Committee on Banking and Currency 
feels that RFC can prevent its organization from stagnating if it is permitted to 
exercise lending powers during nonemergency periods. Moreover, the committee 
feels that RFC can perform a useful function during these periods by making 
oans deemed by its Board of Directors to be in the national interest: 
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a, It can make loans to business enterprises which have not been able to obtain 
the required credit from private sources, 

6. It can provide the initial funds for large-scale public projects such as bridges, 
turnpikes, and tunnels, where private credit is reluctant to take the risk, 

c. It can make loans to relieve public hardship originating in disasters such as 
extensive floods, windstorms, fires, and earthquakes, 

d. It can stand ready to employ its emergency powers without delay should 
their employment become necessary. It is believed by some that the very 
existence of RFC might in itself exert an influence toward forestalling financial 
crises. 

The Committee on Banking and Currency believes that lending by RFC should 
be curtailed during periods when national income and national employment are 
high, and when the demand for goods exceeds the supply. It believes also that 
excessive personnel must be eliminated promptly, if RFC is to retain the efficiency 
of operation which will be vitally needed in the event of transition from normal 
to emergency operations. The board of directors would be expected to initiat: 
and to manage the retrenchment programs. 

Congressional control over RFC, the committee believes, can be accomplished 
satisfactorily through (a) a ceiling over the amount which may be out on loan 
at any time, (6) periodic congressional examination of the Corporation's activities, 
and (c) dependence upon the free economic influence of supply and demand factors 
in the money market. In addition, the committee would lay down three principles 
to guide the Corporation’s lending activities, and would place responsibility for 
their application on the board of directors. These principles are not specifically 
set forth in the act; as stated in the report, they are: 

‘1. The activities should not be carried on in competition with private sources 
of credit; 

‘**2. In deciding whether to grant a loan, the primary consideration should be 
the interest of the public welfare rather than the interest of the individual 
borrower; and 

‘3. Under normal conditions the activities should be conducted so as to make 
them self-sustaining insofar as possible.” 

With respect to the use of these three standards, the committee report says 
“Tf an application for financial assistance is deficient in any of these respects, it 
should be declined despite the fact that it may eminently qualify under the 
remaining two principles.”’ 

Loans to business enterprises predominate in the current business of RFC, and 
it is expected that they will continue to do so for some time. To indicate its 
approval of this condition, the Congress approved addition of the phrase ‘‘to en 
courage small business’ to the description of the purposes for which RFC shall 
continue to exist For the purpose of eliminating a duplicating activity, the 
committee recommended that the lending powers granted to the Federal Reserve 
banks by section 13b of the Federal Reserve Act be discontinued, but this recom 
mendation was rejected by the Congress. 


Reasons why RFC should not be continued 


The present arguments for discontinuing RFC are generally the same as those 
which prompted the Congress to provide for its expiration in the original enact 
ment Stated rather simply, the policy of the Congress has been that, as an 
emergency agency, RFC should cease to exist when the emergency ceases to exist 
It is clear, according to the Senate Banking and Currency Committee, that the 
need is no longer present. 

The new RFC Act assigns certain nonemergency lending functions to RFC 
but, according to the report of the Committee on Banking and Currency, this is 
primarily to keep the Corporation busy. The principal reason for continuing the 
agency is the desire to take some of the severity out of future national emergencies. 
The report describes two aspects of the use of RFC for this purpose: 

“1. A permanent RFC will at all times provide a working organization which 
can be employed, on virtually no notice, to meet emergencies arising from banking 
crises. Accordingly, in a crisis, much of the time and effort required to create an 
emergency agency would be saved, costs of Government aid would be reduced 
and the severity of the emergency greatly mitigated. 

“2. In emergencies arising from national defense crises, RFC funds borrowed 
from the Treasury could be applied without delay or restriction to the develop- 
ment of plant facilities and the procurement of strategic materials and supplies 
to the payment of subsidies, and to other national-defense uses. The point which 
the committee makes is that appropriated money cannot be applied without delay 
or restriction.” 


tht 





jes 


lay 
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If these are the compelling reasons, the case for continuing RFC is not a strong 
one. Its principal weaknesses are discussed in the paragraphs which follow. 


RFC as a stand-by facility.—lIt is not in the public interest for the Governm«e 
to keep an emergency institution alive during nonemergency periods, in the hope 


that its existence may mitigate the effects of a future erisis, the date, the nati 


the duration, the scope, and the magnitude of which are all unpredictable 


The present RFC lending activity is not such as to prepare the organiza 
for problems having the nature and the volume of those which existed in the bank- 


ing crisis in 19382. Moreover, under the legislation recently adopted there should 





' i ia 
be a curtailment of activities even below the present level It follows that the 
organization would not be prepared by experience to cope with the problems of a 
future emergency, even if these were to be merelv a re petition of the problen 
which occurred before. 

There is an important problem of personnel. 2FC eannot obta the services 
of first-rate executives during normal times. And it tends to se its better 
permanent employees, at all levels, as the volume of activity declines Out- 
standing executives who would be willing to serve during emergencies would not 
wish to be bound by the organization forms and by the operating practices 
leveloped under nonemergencey circumstances by less competent people, or people 
with less extensive business experience. A major internal reorganization of RF¢ 
would be required, if it were called upon to meet a real crisis after an extended 


period of ‘‘normal activity,’’ and there is good reason to believe that the creation 
of a new agency would be more effective and less costiy than the reorganization 
of an existing one. 

The Senate Banking and Currency Committee believes that RFC can keep 
its organization from stagnating by emploving it in lending activities considered 
useful and desirable even in normal times. The Government and its various 
agencies should engage in lending activities, or refrain from doing so, on their 
merits. The assignment of functions tO an emergency agency to give 1t some- 
thing to do, and thus to keep its organization from stagnating during a non- 
emergency period, is not good public policy. Unless the functions are useful 
governmental functions in and of themselves, and unless they are proper functions 
of the agency performing them, they not only will fail to prevent stagnation, but 
they will stimulate its development. 

The contention that RFC breaks even or earns a financial profit in its lending 
operations, we think, is irrelevant with respect to the Corporati continued 
existence. The Government should not continue an activity of doubtful necessity 
on the ground that there is nocost. Neither should it omit a necessary one merely 
because the cost is high. The contention that RFC breaks even or profits is based 
upon the $552,000,000 net profit reported by the Corporation thr ugh June 30. 
1947, and there may therefore be a fallacy in the related contention that the con- 
tinued existence of RFC will cost the Government very little, or as the committee 
yuts it, ‘* RFC provides an inexpensive check against ' * * national economic 
distress.”’ 

For one thing, the aggregate net profit reported with respect to operations f 
period ended June 30, 1947, has not been corrected for a substantial difference 
hetween the interest paid to the Treasury by RFC and the corresponding interest 
cost incurred by the Treasury. Then too, the Corporatior Ss accounting records 
do not distinguish between the various classes of loans insofar as financial net re- 
sults of activities are coneerned. There is no wav of knowing whether past loans 
to business enterprises vielded a profit or a net loss t urthermor , the pusiness 
loans which RFC is making at the present time contain a risk factor different from 
that which characterized its previous lending activiti: 

It should not be presumed that the Corporation’s present operations can be 
conducted at no net cost to the Government. 





The majority of the loans now being made by the Corporation are small loans 


to finance new businesses or the acquisition of existing businesses by new owners. 
lhey include loans to such enterprises as small construction contractors, country 

eral stores, restaurants, laundries, retailing establishments, food processors, 
. 


lairies, hotels, flving schools, beauty shops, photographic stu lios, soda fountains, 
and individuals engaged in professional pursuits. These are important enter- 
prises, but, individually, thev are not significan 
The assistance extended by RFC in manv of these cases may even have a negative 
value from the national point of view in that it encourages the continuance of 
ventures which should be permitted to discontinue, and in that it prevents their 


t from a national standpoint 





owners from going on to oceupations for which they may be better suited Any 
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tendency to perpetuate mistaken enterprise will weaken the general economy 
out of all proportion to the individual gains which it may make. 

Where RFC now makes loans to assure the continued operation of an enterprise 
necessary for the national defense, it is probable that assistance directly through 
the National Military Establishment would be preferable. This assistance pro- 
gram should be correlated with procurement and with the ‘“‘national industrial 
reserve program’’ recently enacted by the Congress. 

Use of RFC for short-cut financing.—RFC has been used in the past as a means 
of bypassing the appropriations procedures, or as the Committee on Banking 
and Currency puts it, ‘“‘to provide speedy financing without direct appropriation.’ 
Large portions of its funds borrowed from the Treasury were applied to emergency 
relief activities, and to national defense and war activities, directly by act of 
Congress, and as a result RFC became unable to repay its borrowings. Some 
of these activities were managed in whole or in part by RFC; most were managed 
by other agencies of the Government. All of them were expedited by this method 
of financing. The delays encountered in the ordinary appropriations procedures 
were completely avoided, and many of the restrictions which attach to the ex- 
penditure of public money through ordinary channels were also avoided. This 
subject is discussed at greater length elsewhere in this volume. 

The use of RFC as the vehicle for this type of short-cut, easy-money financing 
has sometimes seriously confused the assignment of top management responsi- 
bilities in the Government’s undertakings. This was true particularly with 
respect to the war activities. RFC undertook responsibility for the financing 
of plant expansion and the procurement of strategic supplies, and the Army, 
the Navy, the WPB and others undertook most of the other management respon- 
sibilities involved in these operations. Asa result, none of the agencies concerned 
were clearly accountable for the results. The Government was exposed to 
unnecessary risks of inefficient operation, as well as unnecessary risks of financial 
loss. 

Although RFC has been a convenient vehicle, and perhaps, in the past, the 
only available vehicle for this short-cut financing, there is no good reason why 
RFC should perform this function. If the emergency expenditure of public 
funds through short-cut procedures is necessary and desirable, some appropriate 
direct means should be created for getting the job done within the departments 
directly responsible. It is not a function for RFC. 


RECOMMENDATION THAT THE FEDERAL RESERVE BANKS BE AUTHORIZED TO 
GUARANTEE LOANS TO BUSINESS ENTERPRISES MADE BY PRIVATE FINANCIAL 
INSTITUTIONS 


We have made the recommendation that RFC be discontinued. Its discon- 
tinuance would eliminate one of the present sources from which business enter- 
prises may borrow, and it would probably deprive certain marginal borrowers of 
their only source of credit. In periods of credit contraction this group of borrowers 
might become neglected, to the general disadvantage of the Nation’s economy. 

To remedy this situation, we recommend that the Federal Reserve banks be 
authorized to guarantee business loans made by private banks. We recommend 
also that the banks’ present authority to make direct loans to business enterprises 
be discontinued, the authority to enter into guaranty agreements being deemed 
an adequate aid to business enterprises, and a more desirable form of aid than 
direct lending by either the Federal Reserve banks or the Government. A 
program of loan guaranty would preclude Federal Reserve bank competition 
with private lending institutions while easing the availability of credit, and it 
would have the additional virtue of employing the existing channels of commercial 
lending as the medium for application of the stimuli needed during periods of 
credit contraction. Moreover, it would place an additional credit regulating 
device at the disposal of the system, which is responsible now for the over-all 
regulation of monetary and credit controls. 

We recommend that the authority to guarantee business loans be unrestricted 
insofar as the purpose of the financing is concerned. The banks’ present authority 
to make direct loans is limited to those instances in which the financing is em- 
ployed for working capital purposes. We recommend also that the maturity of 
the loans eligible for guaranty, if it is to be fixed by law, be established at 10 years. 
we see no reason why the Board of Governors should not be given discretion over 
maturities. The maturity of loans eligible under the present direct lending pro- 
visions of the Federal Reserve Act is limited to 5 years. 

The guaranty program should be set up on a self-sustaining basis. Losses 
should be financed primarily out of a guaranty fund created by the collection of 
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fees on all loans guaranteed. The fees should be established on a steeply gradu- 
ated seale in relation to proportion of the principal guaranteed, so as to curb any 
tendeney toward promiscuous lending which might arise out of the availability 
of guaranties at a nominal cost. If the guaranty fund should prove to be inade- 
quate in any instance, losses under the program should be financed with funds 
appropriated from the net earnings of the Federal Reserve banks derived from 
other activities. However, we would not recommend the unlimited exposure of 
these net earnings to the risks of the guaranty program. If these financing 
methods should prove inadequate, a condition which could exist only in an extreme 
crisis, then the Government could step into the breach with direct financial aid 
to the Federal Reserve banks in the form of outright subsidy payments. 

In our opinion the loan-guaranty program contemplated by this reeommenda- 
tion would be adequate to meet the entire need for Federal Government assistance 
in the financing of business enterprises during normal times, and during all but 
the most extensive periods of economic stress. It might be adequate even in the 
most severe crisis. The principal need for Government financial assistance to 
business enterprises is the need for stand-by authority that can be used in periods 
of economic uncertainty to support the extension of private bank eredit to busi- 
nesses. The second most important need has to do with facilitating the extension 
of intermediate and long-term bank credit at any time, so that business enter- 
prises may finance their long-term working capital and fixed capital requirements 
out of earnings of the future. It is difficult for smaller businesses to obtain long- 
term borrowed capital repayable out of earnings, particularly if the owner-opera- 
tors are reluctant to dilute their control by bringing new equity capital into the 
venture. 

The authority of the Federal Reserve banks to make direct loans to business 
enterprises was enacted at the same time that RFC received its first authority to 
engage in such direct lending. Section 13b of the Federal Reserve Act, approved 
on June 19, 1934, contains this authority. The terms of the section are such as to 
place a high degree of discretionary responsibility on the banks, and in this respeet 
we consider them a well-devised legislative delegation of authority. 





HomE Mortcace LENDING AND INSURANCI 


RECOMMENDATION THAT FEDERAL NATIONAL MORTGAGE ASSOCIATION BI 
DISCONTINUED 


Since 1938, Federal National Mortgage Association, an RFC subsidiarv, has 
operated as a buyer in the secondary market for certain classes of mortgages 
insured under the FHA programs. For some months preceding December 1947, 
the Association’s activities had become relatively modest, and it was found by 
the Senate Committee on Banking and Curreney in hearings through a subcom- 
mittee, which began in that month, that the need for its continued existence was 
doubtful. The committee recommended in March 1948 that Federal National 
Mortgage Association be discontinued. During the course of the subcommittee 
hearings, the activities of FNMA increased substantially, and the Association 
recently (June 1948) held some $51,000,000 in FH A-insured mortgages, and was 
committed to acqvire $234,000,000 more. Some part of the increesed activity 
arose from the imminence of the Association’s dissolution. 

The Congress rejected the proposal of the Senate Committee on Banking and 
Currency, and FN MA was granted extension of its operating authority, to some 
extent on even a broader scale than before. 

We are recommending, separately, that the Government’s secondary market 
operations in home-mortgage loans be made a function of the Federal home loan 
banks, to be supervised by the Home Loan Bank Board. These banks exist for 
the purpose of assisting in the financing of home ownership, and, moreover, they 
are intended to become privately owned institutions. Accordingly, we recom- 
mend that the secondary mortgage market function be eliminated from Federal 
National Mortgage Association, and that the Association be dissolved at the 
earliest possible date. 


RECOMMENDATION THAT SECONDARY MORTGAGE MARKET OPERATIONS BE MADE 
THE RESPONSIBILITY OF THE FEDERAL HOME LOAN BANKS 


We have recommended that Federal National Mortgage Association be dis- 
continued. This is the ageney responsible at the present time for conducting 
the Government’s secondary market operations in FH A-insured and VA-guaran- 
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home mortgage loans. Its discontinuance would have the effect of eliminat- 


ing the Government’s entire program of direct lending on residentiai properties. 

It is the predominant viewpoint among informed financial and industrial 
leaders that the Nation’s resources in manpower and materials are now being 
employed to the fullest possible extent in the production of housing accommoda- 
tions, and that Government financial assistance given in the form of secondary 
market operations or otherwise cannot add to the productive output; it can only 
create an increasing demand for housing where the demand is already excessive. 
The full force of the Government financial stimulus provided under these circum- 
stances is expended in further price-inflationary pressures. 

\s an aid to the financing of home ownership, to be employed onty in periods 
when it is needed, we recommend that the function of providing a secondary 
market for home mortgage loans insured by FHA or guaranteed by the Govern- 
ment through the Veterans’ Administration or other agencies be made a responsi- 
bility of the Federal home-loan banks. We recommend, moreover, that no 
other agency of the Government be authorized to purchase FH A-insured mort 
gage loans or Government guaranteed loans. This is a banking function and 
should be performed only by banking and investing institutions, preferably those 
which are privately owned. We are recommending elsewhere in this report 
that the home-loan banks be transferred to private ownership as soon as that can 
be accomplished. 

In our opinion, the secondary market function is a necessary one, but it is not 
a governmental function, particularly where its effect is to give double assistance. 
If a program of loan insurance or loan guaranty has been inadequate to render 
the loans marketable, or otherwise to accomplish the ends sought, the inadequacy 
should be approached directly and not by ‘‘putting a patch on a patch.’”’ How- 
ever, it is pertinent to this discussion to point out that a financial aid program 
should not necessarily be regarded as inadequate merely because there are many 
persons who have not been able to avail themselves of its benefits. There are 
other factors which make it impossible for financial aid to be given effectively. 

We recommend further that the Federal home-loan banks, under the super- 
vision of the Home Loan Bank Board, be given full management responsibility, 
with discretionary authority to expand or contract the secondary market in the 

t require. The purchase of all mortgages 
fered, on terms rigidly established in law, should not be made a mandatory 
n the banks under any circumstances. 
The paragraphs which follow present a brief discussion of the Government’s 
secondary market operations and of the recent changes proposed or made with 
respect to their organization and scope. 
ag 


In the real estate business it is customary for residential construction to be 


) 
public interest, as circumstances migh 





financed by brokers, contractors, construction corporations, and others who art 


willing to make the construction loans, but who are not interested in holding the 


loans as permanent investments. It is customary also for such primary holders 
to dispose of the loans by sale to enterprises, like insurance companies, which 
have extensive funds for permanent investment. Sometimes the brokers continue 
1 make collections and otherwise to service the loans, for a fee, after they have 
sold them. The persons making the construction loans are generally regarded 
1s the primary market investors, and the permanent investors make up the 
secondary market. One of the more important functions of operators in the 
secondary market is to bring similar or related mortgages together into blocks 
arge enough to be attractive investments for insurance companies and other 


investors who find it generally impractical to hold individual residential mortgages. 

The term “secondary market” has been used with respect to Government lend- 
ing, in general as though it meant something more complex than simple direct 
lending. The activities are not basically different from ordinary direct Govern- 
ment lending operations 

Federal National Mortgage Association, an RFC subsidiary, was organized in 
February 1938, primarily to assist in stabilizing the home-mortgage market. It 
has provided a secondary market for FHA-insured mortgages on residential 
properties, and, as a result of its purchases, has held a substantial investment in 
uch mortgages from time to time. The RFC Mortgage Company, another 
RC subsidiary, conducted secondary-market operations in VA-guaranteed 
loans, including real-estate mortgage loans, for a period of 9 months ended June 


In its second session, the Eightieth Congress devoted considerable time and 
attention to a long-range housing measure. This was true also of a number of 
preceding Congresses, and the matter was taken up again in the short special 
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session of the Eightieth Congress. Among other things, the measur inde 
discussion have generally included some secondary-market provisiot 
In presenting a proposed new RF¢ Act, on \lareh 10, 1948, the Senate 


mittee on Banking and Curreney recommended that Federal National Mortga 
Association be dissolved since ‘“‘no need exists at the present time for the c 
tinuance of its functions.”’ The RFC Mortgage Compa had vone o 


ence on June 30, 1947. 


On March 14, 1948, there was introduced in the Senate, a bill (No. 2317 
which proposed the creation of a Nationa HlHome Mortgage ( rporation mm the 
Housing and Home Finance Agency, this corporation to perform the functior 
which had been, and at that date were still being, performed by FNMA. 1 


was intended also, however, that it furnish a secondary market for V A-guaranteed 
mortgage loans. This bill virtually duplicated the provisions of title IT of the 
Taft-Ellender-Wagner long-range housing bill, passed by the Senate, and ther 
under consideration in the House. 

On April 28, 1948, the House of Representatives received a bill No. 638 
which proposed that the Veterans’ Administration be authorized to engage 


secondary-market operations for the purchase of loans guaranteed by it. It was 
the stated objective of this bill to assist in the construction of homes and farms 


and the purchase of farm equipment. A number of other similar bills wer 
introduced in both houses at about the same time. and more were introduced it 
the special session in August. 

On April 29, 1948, the Banking and Currency Committee of the House of 
Representatives reported its version of the bill to extend the life of RFC. and i 
proposed to discard the Senate provisions dissolving FNMA. The conferees of 
both houses adopted the House proposal on May 12, 1948, and the Senate accepted 
this change in its bill on May 13, 1948. 

The situation with respect to the Government’s secondary-market operations in 
mortgage loans became a welter of confusion. So far as we know, however, there 
was no proposal that the function be made that of the Federal home-loan banks, 
even though a primary purpose of the banks is to provide a reservoir of credit to 
member institutions and, in certain circumstances, to nonmembers, for the lending 
of home-mortgage funds. 

Finally, the Eightieth Congress passed a Housing Act as Public Law 864, 
approved July 1, 1948, and another as Public Law 901, approved August 10, 1948, 
The present provisions of law authorize Federal National Mortgage Association 
to conduct secondaryv-mortgage market operations in loans insured after April 30, 
1948, under title Il or title VI of the National Housing Act hey also authorize 
the Association to engage in similar activities with respect to veterans’ loans 
guaranteed under the Servicemen’s Readjustment Act of 1944, as amended, 
provided that the guaranty was given after April 30, 1948. Certain limitations 
are placed on the exercise of these authorities. 

The law specifies that the capital of F NMA shall total $21,000,000, and that the 
Association may borrow up to 40 times the amount of its capital 
The extent of the present secondary market activity, accordingly, is approximate 
$860,000.000. 

In many respects, the operation of a Government secondary market for loans 
which have been insured by one of its agencies or guaranteed by another seems to 





and surplus 





be an unnecessary duplication of Government financial assistance It would be 
preferable to assign the function to private or to semiprivate institutions. If 
direct Government aid is required from time to time to absorb excessive costs Or 
losses or otherwise to stimulate the activity, it can be given by direct cash subsidy 
paid to the banks. 
Use or REC To Avoip THE APPROPRIATIONS PROCEDURES 

Ona number of occasions, beginning as early as 1933, REC’s statutory author 
to borrow from the Treasury has been used by the Congress as the means 
financing various governmental activities while g 
sional procedures for the appropriation of public funds from the Treasury Large 
amounts of money have been expended in this way without the customary con- 
gressional preconsideration, but the activity has had little or nothing to do with 
RFC’s lending functions. In fact, it has had little to do with ar real function 


for which 





REC has been responsible 
rhe ordinary appropriation proce lures include the review operating program 
and the related financial budgets of the agencies by the Appropriations Con 


mittee of the House of Representatives. This review indertaken in response 
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to a constitutional requirement. It contemplates that the activities may be 
controlled by the Congress and their costs and other financial aspects integrated 
into an over-all financial program. Extensive hearings are sometimes held for 
the purposes of the review, and the agencies are called upon to present detailed 
budget justifications. ‘These procedures involve considerable delay in time. 
They involve also the hazard of nonapproval of budgets, with the corresponding 
requirement that the scope of the operating programs be modified, or even the 
hazard that the programs be dropped from consideration entirely for the lack 
of funds. 

For the most part, the funds available to RFC during the course of its existence 
were obtained by it through borrowings from the Treasury on the strength of 
obligations to repay. At the present time all of its resources are obtained in 
this way. Expansion of the borrowing authority is not technically an appropria- 
tion act, and therefore it has never been officially a concern of the Appropriations 
Committee of either house. The use of the Corporation to bypass the appro- 
priations procedures has been accomplished simply by permitting it, or requiring 
it, to ignore the financial obligations arising from the borrowings. The device 
was employed particularly when the activity in question was deemed to be of 
the emergency type requiring fast action. 

In 1933, RFC disbursed vast sums for relief, under the provisions of the Emer- 
gency Relief and Construction Act of 1932 and other legislation, and in the 
period which ended at about the close of the calendar year 1937, at the direction 
of Congress, it made extensive allocations of funds to finance activities of other 
agencies of the Government. Settlement for these expenditures was made shortly 
after the close of the vear 1937, by cancellation of the underlying indebtedness 
of RFC to the Treasury. Later, the Corporation made further allocations to 
finance other agencies of the Government. And during the war vears, it dis- 
bursed vast sums in direct subsidy payments, in indirect subsidy payments 
which took various forms, and for commodities, war plants, manufacturing equip- 
ment and other assets, many of which were subsequently disposed of at sub- 
stantial losses. For the most part, the wartime expenditures were made under 
the provisions of section 5d (3) of the RFC Act, and under the provisions of the 
Emergency Price Control Act of 1942. 

These three major bypassing operations together have resulted in the net 
expenditure of public moneys totaling more than $12.5 billion by the use of pro- 
eedures which gave the Appropriations Committees no opportunity to pass on 
the expenditures in advance and which, therefore, withheld from the Congress 
the opportunity to make appropriations in the ordinary course of business. Of 
course, this does not mean that an equal amount of Government funds has been 
lost. The funds were expended in approved Government programs and there 
were substantial recovery values in some of the assets which were transferred to 
the Treasury Department in consideration for the note cancellations. The 
principal fault under discussion is a procedural fault. However, it is characteristic 
loose financing methods that they lend themselves to abuse and greatly 
increase t] 





sue 
1e Government’s exposure to unnecessary costs and losses. 


The Corporatior ’s direct expenditures for relief totaled about S283,000,000, and 


the allocations to other agencies amounted to about $2,469,000,000. The alloea 


tions included large amounts earmarked for relief and thev also included sub 
stantial sums applied to the financing of other Government lending activities 
Interest on the underlving indebtedness, accrued to the dates of note cancellations 
was $33,000,000, the total $2,785,000,000. This portion of the $12.5. billion 


total is particularly interesting in the survey of other lending agencies: the specific 


obligations canceled were incurred for the purposes listed below: 
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Direct expenditures for relief and to create employment._ -- 


Financing of other agencies: 
Allocations of funds to other agencies of the Government: 
Federal Emergency Relief Administration, under various 
acts from May 1933 to April 1935 Sis 
Secretary of the Treasury; to purchase capital 


stock: 
Federal home loan banks Bs $125, 000 
Home Owners Loan Corporation _ 200, 000 


Governor of Farm Credit Administration (prior to 
May 27, 1933, the Farm Loan Commissioner) : 
Act of May 12, 1933 (48 Stat. 48), to make 
first- and second-mortgage loans secured 
by farm property, real and personal, in- 
cluding crops 145, 000 
Act of June 16, 1933 (48 Stat. 258) as part of 
$120,000,000 revolving fund for production 
credit corporations, the remainder to be 
made up mainly out of collections on crop 
loans—act of Feb. 4, 1933, below 10, 500 
Act of Jan. 31, 1934 (48 Stat. 345), to be used 
with recoveries out of $145,000,000 above, 
as paid-in capital of Federal Farm Mortgage 
Corporation 25, 000 
Secretary of Agriculture: Act of Feb. 4, 1933 (47 Stat. 795 
for crop loans (later earmarked for PCC revolving fund 
see above 
Federal Housing Administration: Act of June 27, 1934 (48 
Stat. 1247), as amended, to finance activities under the 
National Housing Act 


Regional agricultural credit corporations: Aet of Aug. 19, 
1937 (50 Stat. 717) and subsequent legislation, to cover 
administrative expenses 

Farm Loan Commissioner: Act of Mav 12, 1938 IS Sta 


16), to make loans to joint stock land banks 


Purchase of capital stock of Government corporations 


Regional agricultural credit corporations 14. 500 
Commodity Credit Corporation 97, 000 
Disaster Loan Corporation 24 O00 


Cotal of funds supplied to other agence 
erest on RFC indebtedness to Treasury 


105 


Thousands 
$283, 000 


1, 500, 000 


325, 000 


240, 500 
] 15 OOO 
QS, OOO 


22, 500 
2, 500 


2, 303, 500 


165. 500 


169. OOO 
oo, DOO 


> 785. OOO 
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At June 30, 1947, the general authority under which RFC financed other 
agencies of the Government by making, loans was discontinued. At the same time 
REC was divested of all existing loans to other agencies with the exception of 
balance of approximately $43,000,000 (net) owed by Defense Homes Corporatio: 

In the last davs of the second session of the Kightieth Congress, Defense Hom« 
Corporation was authorized to transfer to Howard University without cost, two 
permanent large-scale housing properties carried in its accounts at a cost 


$1,523,000. The legislation which provided for this subsidy provided also that 


RFC was to cancel the indebtedness of Defense Homes ( orporation ul! derlving 
the properties, and that the Treasury was to cancel a corresponding amount of 
REC’s debt owed to it. The subsidy was precisely the same in nature as thoug! 
the Government had expended cash funds in an amount equal to the preset 
market value of the properties, but the Appropriations Committees of the Congres 
had no opportunity to approve or disapprove or otherwise to comment official 
on the expenditure: And so RFC has been used as recently as the last few busines 
davs of the Kightieth Congress as a means of financing another activity of the 
Government, and of by-passing the customary checks and bal: 
Although RFC has been a convenient vehicle, and perhaps, 





Ices in the proces 
in the past, the on 
available vehicle for this short-cut financing, there is no good reason why it 





should perform this funetion even if the funetion is a necessarv one There seer 
reasons whv REC was used: one was the fact that its borrowing 
authority was already established and needed only to be expanded from time t 
time, and the other, and perhaps the compelling reason, was the fact that RF‘ 
was headed by Mr. Jesse Jones, a man regarded by the Congress as thorough! 
4 uughlv capable, and therefore worthy of being entrusted with the 
responsibility for the spending of unappropriated publie funds. 
If the emergency expenditure of public funds through short-cut procedures 
is necessary and desirable, some appropriate direct means should be created for 
vetting th iob done directly through the Treasury 





oO AVE been two 


There is no wav in which one Congress can bind another, and according! 
there is no way certain to avoid the repeated use of this device. It appears desira 
ble, however, that the Congress undertake to restrain itself 

From the standpoint of sound congressional policy, it would be desirable if th 
Board of Directors of RFC or anv other agenev were permanently precluded | 
law from assisting the Congress in a technical violation of its own rules. This m 
be accomplished by formalizing the powers of the Government corporations 


their charters, a matter which is covered in our recommendations. 


RECOMMENDATIONS To Be CoNsIDERED ONLY IF RECONSTRUCTION FINAN 
CORPORATION IS CONTINUED IN EXISTENC! 


We have made the general recommendation that RFC be discontinued, and 
that the Federal Reserve banks be authorized to engage in a program of busine 
loan guaranty in order to provide for the only necessary lending aids which woul 
be absent as a result If this recommendation is rejected, we wish to make 
number of 
REC and the nature of its continuing activities. 

At the present time the principal lending activity of Reconstruction Financ 
Corporation is its lending to business enterprises. In the fiscal vear 1947, som 
58 percent of the loans authorized were loans to business enterprises; the tota 

rate of S679,065,000 Most 
of these were participations in loans made primarily by private institutions, but 
there were 2,900 direct RFC loans involving some $100,000,000 

Our factual report on RFC contains a discussion of the loans authorized durit 
the month of June 1947 In that month there were 272 direct loans averagi 
about $21,000 and ranging from $400 to $600,000. There were also 448 participa 


tions averaging $26,000 and ranging from 8750 to 875.000 Our review of the 
iV of then might well represent 





Alive recommendations with respect to the continuing form ot 


amount authorized was $393,767,000 out of an aggreg 





files supporting these loans indicated that ms 





equity financing instead of lending in the ordinary sense, but the files do ne 

contain the information necessarv to make this determination with certai 

Because the law does not require it, RFC has not generaily inquired into the 

adequacy of equity financing among its borrowers Our review indicated als 

tha I greates nu Der t the enterprist i sted througt nese loans We! 

entire ul in characte ard did not possess a 1 mal erest, unless t 
D ition of thi ? na nal intere we! ty hed so far as to inel 
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RFC operates todav under the provisions of Public Law 548, passed in the 


second session of the Kightic th Congress, and approved tT) he Py lent on Ma 
25. 1948. When this law was reported out by the Senate Committee on Bar 
and Currency, it was accompanied by a report which laid down ¢ princip 
among them the requirement that the Corporation make loans « in those 
instances in which the public interest transcends the interest of he mawidua 
borrower. It is doubtful that the great majority of the loans authorized dun 
June 1947 could meet this requirement We understand that the Corporat 
present loans to business enterprises are substantially t he SA n character a 
those made during the month of June 1947. 

The development of the business-lending activity in RFC ows a grad 
relaxation of standards. 

Che Corporation was created on January 22, 1932. Its first a ority to make 
direct business loans was enacted into law on June 19, 1934 A hat time the 
Corporation was permitted to lend directly to business enterp1 , all « 
the following conditions were met: 

| The enter} rise must have been es ablishe d hefore lar lar ] 1O34 

29 The loan must be such as to assure continued or increased emplovn 

3. The borrower must have been unable to obtain credit from ordinat oures 


at prevailing rates. 


} 
‘he loan must be adequately secured 
7 


| 
I 

6. The term of the loan could not exceed 5 vear 
‘] 











7. The amount of anv one loan could not exceed $500,000 

Less than 6 months later, on January 31, 1935, the Corporatior authority 
was expanded. It was permitted to make loans to any enterprise irrespective 
of when it was established. The $500,000 limit was eliminated he maturity 
mitations were extended so that the Corporation might make loans for a 10-vear 
period instead of for a 5-year period A change was made in the language relatiy 
o security for repayment of the loans: under the new lav oal were required 
to be “so secured as reasonably to assure repayment.” Altho the differer 
between this term and the term ‘‘adequately secured” Liffic to peres 

change was generally interpreted in the Corporation as a broadening of its 

authority, or a relaxation of standards 

On April 13, 1938, some 3 years later, the Corporation was authorized to pur 
chase the securities and obligations of any business enterprise as well as to 

oans. The security standards were changed again, loans made after April 13 
1938, being required to be “of such sound value, or so secured, as reasonal 
issure retirement or repayment.’” This was again interpreted as a relaxati 





standards. The limitation as to maturities was removed, and t Corporat 

is given power to fix such maturities as it deemed appropriat 

After June 30, 1947, and until May 25, 1948, the Corporation was b 
, , | 





nerally by the limitation that loans might not be made with maturit ter 
than January 1, 1955. This condition arose from a legislative tec! a 
was corrected in t he second session of the Kightieth Congress l P 1) | aw 548 


However, after May 25, 1948, a maturity limitation was reimposed and business 
ans may not be made now for periods exceeding 10 vears 


On June 30, 1947, a change was made with respect to the requireme! 
credit not be available to RFC borrowers from ordinary sources at prevailing 


rates Under the law which became effective on that date, the Corporation was 
empowered to make loans to anv borrower who could not obtain credit fr 
her sources ‘‘on reasonable terms.’’ This same provision exists in f pres 


RFC Act, approved May 25, 1948. And the present Act, in its preat 
assigns to RFC for the first time, the responsibDill \ to encourage mati! I 
(At the present time, then, RFC may encourage smal! business b 


to make loans to any business enterprise which cannot obtain credit elsew 
reasonable terms. The borrowers must be solvent, and repay 
ust be reasonably assured The law makes no requiremet 


extent of the owner’s financial stake in the borrowing 
Corporation has traditionally refrained from competir 





titutions, the language of the present law is h that the di 
take 1 » compete, if in the IT J iden ent il nade 
e unreasonableness of prevailing rates asked by pi le 
In general, in a competitive free-enterprise system, pri 
of money, are established by the free forces of supply and d 
. 


85072—51 & 
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market; and, in general, prices so established are deemed to be reasonable even 
though the general price level may be high or low. 

With respect to particular segments of the lending field, the Congress has de- 
cided from time to time that the price of money established by the free forces 
of supply and demand has been an unreasonable price. It did so when it es- 
tablished the Federal land-bank system. The land banks were created as a 
reform of the credit structure under which farmers financed the acquisition or 
ownership of farm property. It did so again in 1932 when it established the 
Federal Housing Administration. The purpose of FHA was to make home- 
mortgage borrowings available on easier terms so that the class of home owners 
in the country could be greatly augmented. Both of these enactments were 
broad reforms which dealt with maturities and with the security of the risk as 
well as with the price of money. 

When RFC was first empowered to make loans to business enterprises, the Con- 
gress specifically refrained from undertaking a price reform. It specifically under- 
took not to compete with private lending institutions, but only to assist borrowers 
who could not obtain assistance privately at rates prevailing on the open market 
for the class of risk which they represented. The fair presumption is that the 
Congress deemed the prevailing rates to be reasonable, as it is presumed they would 
be under the competitive free-enterprise system. 

There is no reason to believe that the Congress intended to undertake a price 
reform at the close of June 1947, when it delegated to RFC the authority to deter- 
mine the reasonableness of the rates at which business enterprises could borrow 
on the private money market. Nor is there any reason to believe that the Con- 
gress would willingly have delegated such broad powers to an ageney of the Gov- 
ernment if it felt that there was a peacetime need for their application. We have 
the impression that the full potential of RFC’s present business lending powers is 
not generally understood. 


RECOMMENDATION THAT RFC BE RELIEVED OF ALL NONLENDIN( ACTIVITIES 


We recommend that the Corporation be relieved of all of its present and pros- 
peetive functions not associated directly with lending. These are wartime 
functions, property-disposal functions, and intra-Government financing functions. 
They are enumerated in the paragraphs which follow. 


} 


it sid cal war acti ities and contin ting activities which originated d iringd the war 
On December 11, 1947, Mr. John D. Goodloe, then chairman of the board of 
lirectors of R FC. deseribed the status of the Corporation’s war activities in an 


uppearance before the Senate Committee on Banking and Currency According 


to his testimony, the Corporation had some $205,000,000 of war-plant facilities 
inder lease, in addition to being responsible for the operation of synthetic-rubber 
and tin-smelting facilities, and for 13 fiber plantations representing an investment 
f $13,280,000. It was expected that the fiber plantations would continue to 
operate under RFC supervision until expiration of the underlying agreements on 
December 31, 1948, and it was expected that some $169,000,000 in plant proper- 
ties (exelusive of rubber and tin) would continue to be under lease after June 30, 
i949 
{ll phases of the strategie materials and supplies programs were expected by 
Vir. Goodloe to be completed bv June 30, 1948, with the possible exception of some 
transfers to the national stock pile. The chairman predicted also that odds and 
nds of certain other wartime programs might not be completed at that date. 
Generally speaking, the RFC employees engaged in the liquidation of wartime 
activities comprise a separate staff in the Corporation’s organization, and it 
would be no hardship, insofar as the lending activities are concerned, for this 


‘ 


aff to be transferred out of RFC along with all of its responsibilities. 

Ve recommend that RFC be relieved of all responsibilities for the management 
of assets, other than loans, acquired by it in connection with the national defense 
and war programs. We recommend that these responsibilities be transferred to 
those agencies of the Government whose normal activities involve the ownership 
and management of plant properties, equipment, and inventories of commodities 
Perhaps they should be transferred to the Federal Works Agency which now has 
responsibility for the management of a “national industria! reserve,’’ created by 
the provisions of Public Law 883 (80th Cong., 2d sess., approved July 2, 1948 

It is the essence of this recommendation that RFC be completely relieved of 
ail responsibilities other than those which are the natural attributes of its lending 
activitv. The mere discontinuance of operations, andthe conversion of properties 
to a liquidating status, would not be sufficient 
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Synthetic Rubber 


At the present time, RFC continues to be responsible for operation of Goy 
ment-owned synthetic-rubber plants, for the operation of Gover ment-owned 
nlants engaged in the production of component materials, and for other phases 
of the Government’s synthetic-rubber program. The 
juring the war for Defense Piant Corporation, and they were operated durit 
war by agents representing Rubber Reserve Company, another RFC subsidiary 

The operations are conducted now under the provisions of the Rubber Act of 
1948 (Public Law 469, 80th Cong., 2d sess., approved Mar. 31, 1948 The 
visions of this law expire June 30, 1950. Under the law, all responsibilities are 
vested in the President who has the right to make delegations. Under 
isions of Executive Order 9942 which became effective, sim 
aw, on April 1, 1948, RFC is required: 


plants were constructed 


iC 





litaneousiv with the 


‘1. To determine the rated production capacity of all rubber-producing facilities 
neluding privately owned facilities, and including facilities suitable to the manu- 
facture of rubber or components 

‘29 To determine which Government-owned facilities shall be operated and 
vhich shall be maintained in stand-by condition 

“3 To produce and sell synthetic rubber and component materia quired to 
atisfv both the mandatory and the voluntary consumptior 

‘4. To place and maintain in stand-by condition such facilities ( pri- 

itelv owned facilities) as may be necessary to maintain continued a ul capac- 
ty for the production of 600,000 long tons of general-purpose synthet hor a 


65.000 long tons of special-purpose synthetic rubber; 


5. To conduct research and development in rubber and related field 
“6. To take appropriate action with respect to patent pooling 


and exchange of information agreements; = 

or To sell, lease, or otherwise dispose of (jovernment owned facilities not 
required under the program; 

8. To study the problem of disposing of facilities other thar ea ( ed 
o be disposed of under the Act; and 

‘9. To report annually to the President and to the Congr 

Operations of the synthetic rubber plants are conducted for RFC by agents, 
and the Government’s top management responsibilit ic sare handled by ar vely 
small group of employees. Since the operation is fundamentally inconsistent with 
he primary activities of RFC, this responsibility should be unsferred to an 
wenev of the Government normally concerned with the large-scale procurement 
{ materials. 
| Smelting 

RFC continues at the present time to be responsible for opera f the Gov- 

ment-owned tin smelter located at Texas City, Te The melter was - 

icted during the war as a DPC plant, and it was operated for Meta > 6 ; 

npany (another RFC subsidiary) by an agent. The agent was a corporation 
sociale | with one of the principal Duteh produce rs of 

RFC is required by the provisions of Public Law 125, | Congress 


first session, approved June 28, 1947: 
1. To buy, sell, and transport tin, and tin ore and concentrate 
To improve, develop, maintain, and operate by lease or otherwise tl 
Government-owned tin smelter at Texas City, Texas; 
3. To finance research in tin smelting and processing; and 
1. To do all other things necessary to the accomplishment of the foreg 
\s amended on June 29, 1948, the provisions of Public Law 124 
June 30, 1951, or on an earlier date if the Congress should so provid 
rhe actual operating responsibilities in connection with the smelting of tin are 
performed for RFC by an agent, and the top management responsibilities may 
herefore be transferred without serious disturbance in the RFC organization and 
vith the transfer of only a minimum of personnel 
This responsibility should be transferred to one of the Government's ager 
vhose normal functions include the large-scale procurement of commodit 
Tr} 


he activity is not consistent with the primary functions of RF‘ 


‘ plus Prope rty Disposal Activities 

Before the creation of War Assets Administration in March 1946, RFC was 
esponsible (at first directly, and later through its subsidiary, War Assets Corpo 
it1ol for the administration of much of the Government’ sury l property 


lisposal activity. 
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The transfer of this responsibility from RFC was deemed generally to be a 
desirable change, since the Corporation was ont particularly well organized for 
its administration. The transfer was welcomed by the RFC directors. 

The Supplemental Independent Offices Appropriation Act of 1948, approved 
June 30, 1948, would restore to RFC, on February 28, 1949, the responsibility for 
managing and disposing of any surplus real property remaining in the custody of 
War Assets Administration at that date. The responsibilities transferred to RF« 
under the act would include responsibility for administering existing leases and 
such new leases as might be entered into subsequently. 

The language of the law reads as follows: 

{ll powers, authority, functions, and responsibilities of the War Assets Admin- 
istrator and of the War Assets Administration pertaining to surplus real property, 
which as used herein shall mean land and interests in land together with buildings, 
fixtures, facilities, utilities, equipment, and other property located thereon or 
adapted to use in connection with such property for its highest and best use, and 
all right, title, and interest in notes, mortgages, and contracts of sale or lease in 
connection with surplus real property shall be transferred to the Reconstruction 
Finance Corporation, to be held and disposed of by such corporation in accord- 
ance, except as provided herein, with the terms of the Surplus Property Act of 
1944, as amended.” 

Wi recomine nd ré pe al of the proy isions of Public Law S62, Kightieth Coneress 
second session, insofar as they have to do with the transfer of property-disposal 


Tunctions to RI 1. 
I incing of othe ret ties of the Government 


The general description of Government lending, presented as a separate section 
this report, discusses the use of RFC by Congress to avoid its own appropria- 
tions procedures and thus to aceomplish the speedy financing of activities for 
which agencies other than RFC are primarily responsible. The most recent use 
f the Corporation for this type of financing was authorized during the special 
session of the Eightieth Congress, in the month of August 1948. On that occasion, 
{FC was authorized to borrow fron the Treasury in order to provide funds to 
finance the construction of United Nations headquarters in New York. 

When the Corporation is used in this way, it is used as a substitute for the 
Treasury Department, to perform a function which the Treasury Department is 
perfectly capable of performing by itself. The employment of RFC in the Treas- 
urv’s place involves the use of legalistie fictions which sometimes have unneces- 
sarily exposed the Government to financial losses through the improper division of 
management responsidiities 

We recommend that RFC be rendered incapable of further use for these pur- 
poses. The discussion to which the first paragraph under this subheading refers, 
contains a suggestion as to the manner in which this might be accomplished. 


RECOMMENDATION THAT RF‘ ENGAGE ONLY IN DIRECT LENDING TO DOMESTI( 
BORROWERS, AND THAT IT BE RELIEVED OF ALL AUTHORITIES NOT ESSENTIAL TO 


rHAT FUNCTIO 

REC was created originally to assist agriculture, commerce, and industry by 
making direct loans to financial institutions. Over the years its authorities were 
broadened substantially, and under existing law RFC lending takes a variety of 
forms. In addition, it has certain attributes not normally found in a lending 
iC VItV 


If REC is to be continued, we recommend that it be authorized only to engage 
in direct lending for the purposes established by law. We recommend that. its 
activities be restricted to the making of domestic loans, and that all subsidy or 


regulatory attributes be dissociated from the activity. Specifically, our recom- 
mendations are directed toward the four general fields discussed in the paragraphs 
which follow. These are the field of foreign lending, the regulatory field which 
is invaded by the Corporation’s authoritv to determine the reasonableness of 


interest rates, the field of equity investment, and the field of loan guaranty 


Foreiaqn lendin 


At June 30, 1947, the ba ce sheet of RFC shows a total of $244,594,815 as 


loans to foreign countries ie two items making up this total are a balance of 
$184,594,815 owed by the United Kingdom of Great Britain and Northern Ireland, 


itil 
Tl 


and $60,000,009 owed by the Republie of the Philippines. The former is a col- 
ateralized loan made by RFC during the war under its emergeney powers. The 
latter loan was made during the fiscal year ended June 30, 1947, to assist the 
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Republic in meeting budget deficits; it was made pursuant to special legislative 
authority and with the advice of the National Advisory Counci 

We recommend that these loans be transferred to the Treasury Departm: 
to be administered directly by it, and that the employment of RFC in the field of 
foreign lending be discontinued. In general the facilities of RFC are not adequate 
for the servicing of loans to foreign countries, and there is no good reason why 
these two loans should continue to be handled by REF¢ 


{uthority to determine the reasonableness of private interest rat 


On July 1, 1947, certain modifications were made in the language of those 
provisions of law which covered RFC lending to business enterpris Before 
that date, the Corporation had been authorized to make loans only if private 
credit were not available to the prospective borrower at prev: g rates of 


interest. After June 30, 1947, the Corporation was authorized to make loans to 
business enterprises if private credit were not available to the prospective bot 
rowers on reasonable terms. The language which was adopted at the clos 





4 yA 

June 1947 continues to govern at the present time. 

We recommend that the RFC Act be altered so as to restore tt imitation 
which was in effect before June 30, 1947 

It is the essence of this recommendation that RFC should ext i emerg 
financial assistance only where private credit sources have failed It 
not be authorized to compete with private lenders under any reumstances 
And it should not have regulatory authorities. Accordingly, it ould not have 
the power to pass judgment on the reasonableness of interest rates or on the 
reasonableness of any other of the terms under which private credit is extended. 


credit in a special field, or otherwise to augment the regulatory power 
now exist in the Federal Reserve System, it should do so directly in a law 
clearly indicates that regulation or reform is the objective so 


If the Congress wishes to empower one of the Government’s agencies to regulate 





Supplying equity capital to business ente rprises 


During the period of reconversion, RFC made many loans to business enter- 
prises, large and small, to finance their original organization or their conversio1 
to a peacetime basis of operation. Loans of the same general character continu 
to be made. In many cases the security of their repayment is clearly such that 
RFC is investing equity capital instead of making a loan, and in many other 
eases the Corporation’s information bearing on this point is wholly inadequate. 
This has been true particularly in the case of loans to veterans or loans guar- 


anteed by the Veterans’ Administration. 
In the event of borrower default under such circumstances, the Government 


becomes virtually the owner of many small-scale business enterprises located in 
remote areas. This condition in itself would be undesirable, but it is much 


more undesirable that the Government undertake to supply equity capital at 
all. It has never been, and it should not be, a function of the Government of 
the United States to take the entrepreneur’s risk in ordinary commercial ventures, 

We are making, separately, a recommendation which attem} a 
basis for restricting RFC loans, by law, to enterprises having a national interest. 
We are making another which proposes that RFC not be designated by law as a 
vehicle for encouraging the organization of business enterprises 

We recommend, as a practical matter, that the management of RFC revis¢ 
its standards of lending so as clearly to avoid all equity financing This should 
be done irrespective of whether our recommendations for changes in the legislative 
description of the Corporation’s activities are made by the Congres 


Guaranty of loans made by private institutions 





For some years, RFC has had the authority to enter into what are known as 
leferred participation agreements. It continues to have this authority. In 
effect these are agreements of loan guaranty. They are discussed at some length 
in the general description of Government lending, presented as a separate sectio1 


of this report. 
RFC “deferred participation loans’ are agreements in which the Corporation 
undertakes to participate at a later date in loans made by private institutions, 


should the private institutions request participation. In those cases where the 
total amount borrowed is $100,000 or less, the Corporation’s participation is 
imited to 70 percent of the balance of the loan at the date the agreement becomes 


effective. The limit is established at 60 percent where the amount borrowed 
xceeds $100,000. 
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Deferred participation agreements are simply Government loan guaranties 
under another name. It is possible that they encourage the making of undesirable 
loans, and, as described by Mr. Henry Bodman, a director of RFC, in the hearings 
on the new legislation, they make it possible for private institutions to lend funds 
at a greater rate of return than they would be able to obtain without the deferred 
participation. The following statement taken from hearings before a subcom- 
mittee of the Senate Committee on Banking and Currency was prepared by 
Mr. Bodman: 

“Example of bank’s return on a 75 percent deferred participation loan 

“Assumption: $100,000 loan on a 75 percent deferred participation basis, 4 
percent interest, with an annual fee to RFC of three-fourths percent of the 
$75,000 guaranteed by RFC. 


Bank’s portion $25, 000 
RFC’s portion : 75, 000 
Total loan : ‘a ‘ 100, 000 


“In effect, the bank makes a ‘tie-in’ sale, in that while the bank puts out all 
the money ($100,100 in this case), and takes the borrower’s note for this amount 
it risks only $25,000 on the credit of the borrower and the balance of $75,000 on 
the obligation of the Government to purchase from the bank $75.000 of the loa: 
on 10 days’ notice.” 


If the interest paid by the borrower is 4 percent, the 


bank receives in | year é ‘ $4, 000. 00 
Bank pays to the RFC as an insurance premium 

4 percent of $75,000 or____- Bi arora ee sea eNe 562. 50 

which leaves the bank net interest income of___- 3, 437. 50 


The amount which the bank receives on the $25,000 

it has risked on the credit of the borrower can be deter- 

mined by substracting from the above $3,437.50 the 

amount which the bank could earn from an alternative 

investment of $75,000 in a U. S. Government obliga- 

tion, payable practically on demand. If we assume the 

maximum return on such a Government obligation to 

be 144 percent, the effective income from the $75,000 

investment would be 0.0125 x $75,000_- : 937. 50 
The remainder would, therefore, be the effective 

income to the bank on the $25,000 it has risked on the 

credit of the borrower; which provides a return to the 

bank on this basis of 10 percent ‘ . 2,500. 00 


We have made the general recommendation that the Executive Branch of th 
Government, and the Congress, adopt a policy calling for rigid separation of 
subsidy activities, lending activities, loan-guaranty activities, and loan-insurancé 
activities. To assist in making this general policy effective, in the case of lending 
by RFC, we recommend that the Corporation be deprived of the authority to enter 
into deferred participation agreements, and that the RFC Act be amended 
so as clearly to preclude the Corporation’s entry into the field of loan guaranty 
in any other manner, so long as it is engaged also in the field of direct lending. 


RECOMMENDATION THAT CERTAIN LENDING ACTIVITIES NOW PERFORMED BY OTHER 
AGENCIES BE TRANSFERRED TO RFC 


e Bureau of Community Facilities in the Federal Works Agency is responsiblt 
for the Government’s investment in certain securities evidencing the financing 
of public works projects. These securities were acquired during the relief period 
by the agency then known as the Federal Emergency Administration of Publi 
Works 
RFC has in its portfolio a number of securities which are similar in nature and 
which were acquired by the Government at the same time and in precisely the sam« 
way. These securities had been transferred to RFC during the FEA-of-PW pro- 
gram, in order that the public-works funds tied up in them might be released for 
reinvestme! Ee and the relief program expanded accordingly. 
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1g In the interest of simplicity, we recommend that the securities now administered 
le by the Federal Works Agency be transferred to RFC to be combined with those 
~ alres ady held by the C orporation. 
is Under the provisions of the Transportation Act of 1920, the Treasury Depart- 
a ment holds certain railroad stocks and bonds which had a par value or face 
n- amount of $6,178,090 at May 31, 1948. It is suggested that these securities also 
. be transferred to RFC since RFC already holds securities of railroads in a far 
greater amount, and has all of the facilities necessary for servicing the investments 
efficiently. The Government’s investments in railroads would all be earried ir 


one portfolio if this were done. 
We have made the recommendation that RFC be discontinued, and we have 
i made a number of alternative recommendations to take effect in the event that 
ne primary recommendation is rejected. This transfer may be made in either event. 
If RFC should be discontinued, the combined portfolio would be transferred to the 
Treasury Department for liquidation, and the simplicity contemplated by this 
recommendation would be made effective in the Treasury Department instead of 


RFC. 

RECOMMENDATION THAT THE PURPOSES OF RFC BE MORE NARROWLY DEFINED, AND 
all rHAT CERTAIN STANDARDS OF LENDING BE SPECIFICALLY SET FORTH IN THE 
it RFC ACT 
OT 
al If RFC is to be continued, we see no objection to the 8-year term of existenes 

now specified inlaw. We believe there is merit in the specification of a terminatior 


date, even for an activity considered permanent in nature. Its effect is to bring 
the matter unavoidably to the attention of Congress for periodic reconsideration. 
However, we believe it desirable that certain fundamental changes be made i 
the Corporation’s charter. 


Purposes should be more narrowly defined 


Section 4 (a) of the new RFC Act authorizes the Corporation to make loans 
“to aid in financing agriculture, commerce, and industry, to encourage small 
business, to help in maintaining the economic stability of the country, and to assist 
in promoting maximum employment t and production —o 

For a number of years, the Corporation s activities intended. to aid agriculture 
have been exceedingly modest, a condition which appears logical since the Agri- 
culture Department itself contains extensive lending — S. 


The language ‘‘to encourage small business” appears in the RFC Act now for the 
first time. Perhaps it was intended as a peg on which to justify the Corporation’s 
present loans to business enterprises, many of which are relatively small, and 


many of which border on equity financing. Financial encouragement of smal! 
business generally requires equity investment; financial assistance can be give! 
through loans. It appears to us to be undesirable that the Federal Government 
engage in the equity financing of business enterprises even if this is done in the 


: form of lending, rather than in the form of investment in stock. 
u i. We recommend that the statement of objectives in the RFC Act be altered s 

ea as to exclude the reference to agriculture, and so as to exclude the language ‘'t 
ei encourage small business.”’ 
ing In the discussion which accompanies our general recommendation that the 
sp Government distinguish sharply between the various forms in which it offers 
a financial assistance, we have pointed out that tax exemption, whole or partia 


is one such form. It is our opinion that small business can best be encourage 





me by the Federal Government through modification of the tax laws 
HER Lending standards should be set forth specifically 

In its report accompanying Senate bill 2287, the Senate Committee on Bank 
Se and Curreney described three basic prine isles which should preva the é 
ible tion of a Government lending agency such as RFC. These principles apy 
clng page 9 of the committee’s printed report: 
riod “1. Such activity should not be carried on in competition with private sources 
ibli of credit. 

“2. In deciding whether to grant a loan, the primary consideration should 
and be the interest of the general public rather than the interest of the individual 


Ame borrower. 
— ‘3. Under normal conditions the activities should be conducted so as to make 
1 for them self-sustaining insofar as possible.’’ 
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Senate bill 2287 contained a specific provision calling for the self-sustaining 
character of RFC operations. However, it did not contain a specifie provision 
requiring that the public interest in RFC loans transcend the borrowers’ interest, 
and it carried over from existing legislation certain relatively indefinite language 
concerning RFC competition with private sources of credit. In the various 
legislative steps which followed the introduction of Senate bill 2287, and which 
finally produced Publie Law 548, the provision calling for self-sustaining operation 
was dropped. In the form in which it was approved on May 25, 1948, Public 
Law 548 omits all three of the basie principles enunciated by the Committee on 
Banking and Currency. 

We believe these principles to be eminently sound and well devised for the 
control of Government lending. We have support for this opinion from our 
advisory committee, and from others to whom the question has been put. We 
recommend, therefore, that the RFC Act be revised so as to contain a clear 
enunciation of all three principles, and so as to require their application, as 
effectively as possible, in the management of the Corporation’s affairs. 


RECOMMENDATION THAT THE CEILING ON RFC LOANS BE REDUCED AND THAT THI 
ORGANIZATION BE CONTRACTED PHYSICALLY 


Section 4 (c) of the new RFC Act, approved May 25, 1948, established at 
$1,500,000,000 the total amount of RFC loans which may be outstanding at any 
given date. It also established individual limits for certain individual classes of 
loans. The limit was raised to $2,000,000,000 on July 1, 1948, to accommodate 
the expanded secondary mortgage-market operations of Federal National Mort- 
gage Association, authorized by Public Law 864. The Senate Bill which was the 
basis for the new RFC Act had proposed an over-all limit of $1,000,000,000, and 
the report which accompanied it pointed out that that limit was more than 
adequate to meet the requirements as they appeared to the Senate Committee 
on Banking and Currency. 

We have recommended separately that Federal National Mortgage Association 
be eliminated, and that the Federal home-loan banks be given responsibility for 
secondary market operations in insured or guaranteed mortgage loans. We 
believe that this should be done even if RFC is continued. 

Our review of the operations of RFC in recent periods, and our review of the 
findings which resulted from the Senate Committee inquiry, indicate that $1,000,- 
000,000 is more than an ample ceiling. We consider it desirable, and are recom- 
mending, that the Government extend direct financial aid to private enterprises 
only when there is compelling need, and we believe it desirable accordingly, that 
the limits of such lending be established at the lowest possible level consistent 
with effective operation. We recommend that the ceiling on RFC loans be 
reestablished by law at $1,000,000,000, as reeommended by the Senate, instead 
of at $2,000,000,000 as provided in the present law. 

We recommend also that a further reduction be made as soon as it appears that 

hat is possible, and that the matter be reviewed periodically to determine the 
possibility. 





\s further encouragement to the contraction in activities which the Senate 
committee found necessary, we recommend that the field agency offices of RF‘ 
31 principal cities of the United States be discontinued, and that thi 
Corporation carry on the remaining functions assigned to it through one office. 

We see no reason why the one office should not be situated at some centrally 

cated point, such as Chicago or Kansas City, and believe, in fact, that a location 
ther than Washington, D. C., would be entirely satisfactory from an adminis- 
trative standpoint. Moreover, we believe it would be highly desirable from the 
standpoint of (a) relieving the Corporation of the pressures to which it is subjected 
in Washington, and (b) relieving the increasing congestion in the Nation’s Capital 


located in 


RECOMMENDATION THAT THE AUTHORITY OF THE BOARD OF DIRECTORS OF RFC BI 
EXPANDED IN CERTAIN RESPECTS 


From time to time, the RFC Act has required that loans made by the Corpora- 
tion should be (a) fully and adequately secured, (b) adequately secured, (ce) s 
secured as reasonably to assure repayment, or (d) of such sound value or si 
secured as reasonably to assure retirement or repayment. The present Act 
Public Law 548, approved May 25, 1948, used the last expression quoted, 

The original language (fully and adequately secured) was borrowed from the 
legislation which set up the War Finance Corporation in 1918. As amended, 
that act contained a clarification of the meaning of these words. It specified 


ir 


Lr 
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that there should be a margin of security ranging from 25 to 33's percent ir 
excess of the amount of a loan. RFC interpreted the same language in its ori: 

inal charter to have the same significance. The variations in the language con 
tained in amendments to the RFC Act earried no specifications, but each sue- 
cessive change was interpreted by RFC as a relaxation of standards, and as a 
broadening +: the field in which the Corporation could exercise its discretior 

We do not believe that it is desirable for the Congress to attempt to sper 
security requirements for individual loans. This seems to be a proper matter 
for management judgment, to be governed by the board of directors withir 
imits of such broad policy as the Congress may see fit to enact. The basic le 
lation creating a lending activity should require positively that the managers of 
the activity take responsibility for establishing collateral requirements at 
interest rates. 

We recommend that in the case of RFC, the Congress establish the basic re- 
quirement that for each class of loans, the interest charges to the borrowers should 
be such as to cover costs, expenses, and risks of loss, and the collateral arrange- 
ments should be consistent with this requirement. 





As a further specific restriction of the authority of the board of directors, the 
new RFC Act contains the requirement that the Corporation make annual diy 
dend payments, each one equal to the amount by which accumulated earnings at 


the vear end exceed $250,000,000. One effect of this provision of law is to gra 
the Corporation the interest-free use of capital funds of $250,000,000 over a 
above the amount designated by law as capital stock. In addition, it deprive 
the board of directors of the authority to determine what disposition shall be made 
of accumulated earnings. 

Under the provisions of the Government Corporation Control Act, the Comp- 
troller General of the United States, acting as agent for the Con “§ 
upon to make annual audits of Government corporations, the au 
the techniques and standards developed by the accounting profession in conne¢ 


tion with examinations of commercial corporate transactions. Based ape n these 
audits, the Comptroller General is required to make recommendati with 
respect to the payment of dividends by Government corporations This, provi- 


sion of law, if properly implemented, should give the Congress sufficient assur 
ance that the question of excess capital in the Corporation is under annual scru- 
tiny, and, accordingly, it should not be necessary for the Congress to curtail the 
field of management responsibility through the statutory requirement that annua 
dividends be paid. 

We recommend that the directors of RFC be authorized to determine what 
disposition shall be made of accumulated earnings, from time to time, and that 
the corporate charter be amended so as to eliminate the requirement that annua 
dividends be paid. 


RECOMMENDATION THAT THI RFC BOARD OF DIRECTORS BI PRECLI ED FR¢ 
ACTING THROUGH ITS MINORITY 


Under its present bylaws, the board of directors of RFC may act through a 
majority of its members; that is, it may act if three members are present anc 
agree to act. However, the bylaws provide also that there shall be an executive 


committee consisting of the chairman of the Board and two of the other directors 
In the absence of any one or two of the designated members of the executive 
committee, the other two directors may act as committee members 

Through a majority of its members, the executive committee is authorized to 
take any action which could be taken by the board of directors. In the case of 
the executive committee, the ms ajority consists of two members, and, this being 
the case, the Corporation may be governed by two of its board members acting 
as a quorum of the executive committee in the absence of three, a majority of 
the members of the board of directors. Thus the board may act through its 
minority. | 

It is obvious that this is an undesirable condition. There have been instances 
in the past when the Corporation has taken important decisions in the absence 
of a majority of its board. The position of Controller was created under such 
circumstances, 

We recommend that the bylaws of the Corporation be revised so as to make 
impossible for the Corporation to act through its board of directors if less than 
& majority of the board members are present. 








116 RFC ACT AMENDMENTS OF 1951 


The CuHarrMan. I notice on the first page, Mr. Hoover, you stated 
you believe some facilities for loans in the small-business field should 
be continued under other organizations. You appreciate the serious- 
ness to the small-business interests in America today of that state- 
ment. There should be some way to help small business, in your 
judgment? 

Mr. Hoover. I think it should be continued. Many of these 
smaller loans have real merit and public interest and I do not believe 
that small business should be deprived of that opportunity, and 
therefore I have suggested that they should be processed through the 
Federal Reserve banks. 

The Cuarrman. I understand that, but you certainly think it 
should be made mandatory that some agency carry on aid to small 
business? 

Mr. Hoover. Yes. 

The CuHarrMAN. Senator Capehart here has an amendment limit- 
ing it to $500,000. Would you want to comment on that? 

Mr. Hoover. I think $100,000 is enough to cover most any small 
business. 

The CHarrMAN. In other words, you think $100,000 would be 
sufficient? 

Mr. Hoover. I think $100,000 should be the limit. 

Senator Capenart. Mr. President, do you recommend a system of 
permitting the Federal Reserve bank to guarantee up to $100,000? 

Mr. Hoover. Yes, up to $100,000, and a guaranty up to 100 per- 
cent, if necessary. 

Senator Caprenart. And up to 100 percent, if necessary. 

I presume the difference between a guaranty of 75 and 100 percent 
would be possibly in the fee or the interest charged. 

Mr. Hoover. There ought to be, as I stated, an overriding interest 
charge to indemnify the banks against loss and cover expenses. 

Senator Capenart. Do you feel that all guaranteed loans should 
be published in the Federal Register so that the public would have 
access to the exact terms and to whom the money was loaned, and 
possibly the names of the attorneys and the principals involved in the 
loan? 

Mr. Hoover. If they were limited to $100,000, I do not believe 
that is necessary. There is one more comment that could be made 
in this particular: The publication of loans is likely to damage the 
credit of the individual who borrows. The assumption is that he is 
offering a risky security and has a risky business, and I would prefer 
to see the annual record presented to your committee, for instance, 
rather than to have it concurrently public. But if you are going up 
to $500,000, there is an opportunity for pressure and corruption. I 
would certainly publish the loans in excess of $100,000. 

Senator CaprHart. In other words, you feel that for loans of 
$100,000 or less, it might not be necessary to publish them, but the 
details of loans of over $100,000, or at least over $500,000, might well 
be published. 

Mr. Hoover. I do, because there is the element of pressure and 
actual corruption, as already known. 

Senator CapEHART. You have made a recommendation in your 
report as to what agencies should handle the tin and the rubber re- 
serves and other present functions of the RFC 
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Mr. Hoover. Yes. 

Senator Capenart. I think that is all I have, Mr. Chairman. 

The CHAIRMAN. Senator Bricker? 

Senator Bricker. I have no questions. 1 think it is a fine presenta- 
tion, Mr. President, of the situation. I agree fully with it. 

Mr. Hoover. Thank you, sir. 

The CHAIRMAN. Senator Douglas? 

Senator Douacuas. Mr. Hoover, we are delighted to have you here 
this morning, and I have read your statement with great interest. 
[ take it that vou believe that in the defense emergency there should 
be some agency in Government which has the power to make direct 
loans. Am I correct in that? 

Mr. Hoover. Yes. We are in a defense emergency now and au- 
thorities have already been established to do that. 

Senator Dovauas. But it is vour feeling that the defense loans 
could better be made by some other institution than the Reconstruc- 
tion Finance Corporation? 

Mr. Hoover. My feeling is that should be done by the defense 
agencies and the special agencies that they create. They have an 
understanding of what they want to do. 

Senator Dove.as. Is it your feeling, therefore, that the defense 
agency should have greater knowledge as to need than the Recon- 
struction Finance Corporation? 

Mr. Hoover. Well, that is one reason, but the Reconstruction 
Finance Corporation was created for the purpose of meeting a credit 
emergency. We are not now in a credit emergency. We, in fact, 
have a surplus of credit, and it seems to me quite a different line of 
action and thought from a defense creation of institutions. 

Senator Dove.as. Is it vour fear that the Reconstruction ‘Finance 
Corporation has so much infection within it that it could not be trusted 
to make these loans? 

Mr. Hoover. Well, I do not want to be too critical, but certainly, 
the exposures already made shake one’s confidence very materially. 

Senator DovGias. But you are not opposed to direct Government 
loans in a defense situation. 

Mr. Hoover. No, not in a defense situation, nor in a limited field 
of small loans. 

Senator Doua.ias. It is merely a question of what agency should 
provide those loans? 

Mr. Hoover. However, under the suggestions I have the small 
loans would not be direct loans, they would be made by a local bank 
under guaranties. 

Senator Dovetas. Well, that is the point I wanted to come to. 
Before I come to the question of direct loan guaranties, may I take 
up the emergency question. You would say that if we had another 
depression and accumulated contraction of credit that it would be 
proper for Government to step in and make loans? 

Mr. Hoover. I would set up another organization to meet that 
situation, and I think the Congress could do that in a few weeks’ 
time, 

Senator Dovetas. As it developed, would there be any advan- 
tage in having an institution ready to function in the early stages of 


i depression instead of waiting? 
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Mr. Hoover. It does not take the Congress more than a couple 
of weeks to act in an emergency. 

Senator Dovaias. Well, you have greater confidence in the speed 
of our body to act than I have. 

Mr. Hoover. In any event the difficulty is to maintain skill and 
men of wisdom in a stand-by organization. I think you must rely 
on emergencies to secure the best skill of the nation. You cannot 
get it in ordinary run-of-mine times. 

Senator Douagias. This would seem to be quite a reflection either 
on the Government or the methods by which we can recruit men of 
ability if we could only get men of great ability in periods of emergency 
but not under ordinary conditions? 

Mr. Hoover. The Government cannot pay equivalent salaries or 

give equivalent assurances to what private business can do in the same 
categories. 

Senator Douaias. Mr. Hoover, may I ask you about the so-called 
normal loans. You, I take it, in loans of $100,000 or less, feel that 
banks at present do not provide adequate opportunities for perfectly 
solvent small business? 

Mr. Hoover. Perfectly solvent small business, I take it, is obtain- 
ing about all the credit it needs. There are exceptional cases, | 
think, that where a public interest is concerned that should be taken 
care of. As I said, I am hesitant to say that we should abolish the 
whole of the service, but rather that we should put it on a better basis 

Senator Dovaias. May I ask about small businesses which have 
been established for some time, but which wish to expand, to put in 
new plants and new machinery, but they will not be able to repay 
this principal for 10 or 15 years. These concerns are generally too 
small to.float bond issues, and banks do not wish to loan and cannot 
loan for so long a period of time. Is there not a situation there in 
which small business needs some institution which will give them 
capital for expansion? 

Mr. Hoover. The first consideration in my mind would be as to 
Whether it is of public interest to the community concerned that the 
business should expand. I can conceive of situations where increased 
employment and increased service to a community would be of im- 
portance, but there are a great many cases where it would simply) 
increase the amount. of competition against small business already 
functioning. 

Senator DouGuias. Can there be too much competition? 

Mr. Hoover. You can get too much competition in small business 
there is no doubt about that. The result is to make all concerns in 
that line unprofitable and dangerous to the economy. In any event, 
we are presumably in a free economy which finds its own adjustments 
What we are trying to do is to correct inequities, and I see no reason 
why the Federal Reserve banks cannot continue their guaranties 
indefinitely, if it is necessary, in order to finance a business. 

Senator DouGias. But you would not have them make direct loans 
themselves, but merely guarantee loans made by the private banks? 

Mr. Hoover. Yes. 

Senator DouGuias. One hundred percent guaranty? 

Mr. Hoover. It would depend upon the situation. It would be an 
advantage for the local bank to take part of the loan. That is always 
an advantage, to divide responsibility, but in case the local bank is not 
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prepared to take a portion of the risk, then I would suggest that the 
Reserve banks could guarantee the whole loan. 

Senator Dovauas. I notice at the bottom of page 1 you say that 
1 would like to raise this question, if 1 may, Mr. Hoover . 

If the local banks know that all the risk is being borne bv the 
Federal Government under a 100-percent guaranty, would not they be 
tempted to make unsound loans? Is not the transfer of losses to the 
Federal Government quite the popular thing? 

Mr. Hooven. | suggested that there be an overriding rate of interest 
on the top of the local bank rate, and I do not assume that a borrower 
vould be anxious to pav a l’s percent or 1°4 percent more interest rate 
than normal, if he could rey] accommodation anv other wa 


Senator Dova! AS. Do vou propose a higher rate of nterest on these 


loans than the normal market rate? 
Mr. Hoover. | propose the normal market rate should be received 


by the local bank, and that an overriding rate should go to the Federal 


R serve Bank to cover risk and expenses, Dut that n itself would be a 
brake on borrowing from that quarter 
senator Dor GLAS A premium paid to compensat ior PYoOssible 


losses, as Well as for cost of administration? 
\Ir. Hoover. That was the idea 
Senator Dor GLAS. Mr Hoover. what would you sav about the diffi- 
culty of new business breaking into a field? [am informed that it is 
2 diffie lt for new business to Ee] loans from banks for working 


apital to finance the purchase of materials and meeting of pavrolus 
because they do not have a past record of earnings, since they are a 
ww concern, they have no history, and, hence, ha no past record 
\lr. Hoover senator, vou are getting, are vou not to the field 
ol CQuUIity capital? Banks are pe rfectlhy prepared. to loa meyvy to a 
ew business if it has a proper amount of established equity capital 
The thought seems to run that occasionally new business out to b 
financed entire ly with bank loans We are yryetting into al ld of what 
hould be done, if anything, to support new venture capita If | 
vere going to deliver a lecture on that, 1t would be of som neth, but 
would involve questions of taxation which probab! O oO not wal 
oO ZO Into. 
Senator Doveias. What vou are saving, thet s that the men who 
start a business should furnish the initial supply of ne capital 
Mir. Hoover. Thev should furnish at least suf Cl Ol it to Gi 


lit aSSUrAnces., 


senator Dor GLAS Mir Hoover. | would like Lo isk one more ques- 


on, if | mav, and that is the difficulty of nev mpanies being 
financed m industries which are ce minated DV a lew Col rs \s vou 
now, a very large proportion of American industry, particularly in th 
eld of heavy eood will be ce minated by three, for or ive concerns 
The p thlication of the Federal Trade Commission | think demonstrates 
that quite clearly. 
lt has been chareed that the in Stment Daukihs hi tend to be 
onnected with these dominant concerns, and 1 t I \ tn { 
Ses do hot lo k kindly on stoc} and bond ssuies lo | hee the ( - 
rance of new concerns into industries which will threaten the position 
those which are alr ad establ sh dL, and that, theret he inves 
ment banking industry has sort of a ‘keep off the OrTass SIG p belore 


‘se Industries. 
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Therefore, | am not saying that the RFC is the best method of meet- 
ing it, but our attention, at least, should be directed in some way to 
where you can get large amounts of capital accumulated to put into 
new concerns which would reduce the quasi monopoly hold of the 
dominant companies. 

Mr. Hoover. Senator, if we are going to obtain a free economy it 
seems to me the test of those questions is whether or not there is ade- 
quate competition, and adequate competition is presumed to be pre- 
served by other agencies of the Government. I call your attention to 
the fact here that the total loans made by the RFC to new business 
probably do not amount to more than 3,000 a year, and there are 
400,000 new businesses established each year. ale eg the need 
cannot be one of very crying character. It is a narrow margin of 
necessity that we are talking about. 

Senator DovuG.ias. But some of these new businesses may be of very 
crucial importance. For instance, it would seem to me highly 
important that at the end of the war Kaiser and Reynolds went into 
the aluminum business and helped to reduce the stranglehold which 
the Aluminum Corp. of America had on the aluminum industry. 
Similarly, it seemed to me important that the plant out on the Pacific 
coast, the Fontana steel plant, went to Kaiser-Frazer rather than to 
United States Steel. I mean, some of these new concerns may be 
of very crucial importance in helping to reduce monopoly control in a 
strategic industry. 

Mr. Hoover. That is a discussion that I hesitate to go into, because 
having been brought up in the belief in free enterprise and free com- 
petition as near as we can make it, I think the country anc would 
solve those problems without the intervention of the Government 
except in emergenc ies. 

Senator DovGias. That is, you do not think the connection between 
the investment banking concerns and the existing dominant companies 
of these industries is so close and intimate as to justify governmental 
action to break the dam. 

Mr. Hoover. If they were engaged in anything of that kind, or 
engaged in a form of collusion, it ought to receive the attention of the 
Department of Justice. 

Senator DouGuas. Of course, suits are now under way in the New 
York courts on just this very point, as | understand it. The question 
is whether the action of the Government should be confined solely to 
the negative processes of the law or whether governmental action 
might be of a positive nature to deal affirmatively with such evil 
whenever disclosed. 

Mr. Hoover. My point of view is that the Government should be a 
regulatory agency, not a socialistic institution. That is the borderline 
that I hesitate to cross. 

The CuarkMaANn. Senator Ives? 

Senator Ives. No questions. Well, I think I do have one: 

Mr. Hoover, I take it what is primarily involved here is the funda- 
mental matter that Senator Douglas was pointing out, and that is th 
obtaining of what might be termed risk capital through borrowing 
instead of through the sale of stock as has been undertaken in the past; 
that is, promotional endeavor in new corporations, and an endeavoi 
to save a dying corporation, and dying corporations in other instances. 
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I am wondering, in this connection, if it is possible to enlarge the 
authority of commercial banks to loan money, because what you are 
talking about when you get down to the $100,000 limit is a field 
commercial banking, primarily. Of course, that goes into a much 
higher figure than that, but that is primarily commercial banking 
The only reason that this kind of procedure had to be indulged 
apparently, is because the restrictions on loans by commercial banks 
are so great that they cannot undertake this kind of risk. I am just 
wondering what the possibilities are there. I realize, and I agree, that 
something has to be done to rescue small business, smal! corporations 
who are on the verge of dying unless they obtain help. In many 
instances, corporations of that tvpe cannot obtain capital through the 
sale of stock, their condition is not sufficient to warrant it, and it may 
be too small. 

On the other hand, if you are going to protect small business some- 
thing has to be done, and I am wondering if there is not some other 
alternative aside from the one you propose here, which would really 
place the Government in a new field in making loans. 

Mr. Hoover. Senator, | would suggest something entirely outside 
the field of our discussion here as being the real remedy. In order to 
raise equity capital the ordinary man starting a new business has to 
solicit amongst his friends and neighbors for money. He has to put his 
enterprise in corporate form because he cannot get money subscribed 
under a partnership lability. That is the real justification and reason 
for corporations in the small business field. 

Now, if we facilitate the making of corporations by small business 
by taking the double taxation off of them, I think you would have 
created what you have in mind. There is a very simple device. If 
you allowed small business corporations within certain defined limits 
to report their income as partnerships instead of corporations, then 
you would have removed double taxation and increased their ability 
to secure equity capital. 

Senator Ives. It sounds very practicable. Thank you very much, 
Sir. 

The CHARMAN. Before Senator Benton speaks, I want. to place in 
the record a letter from Mr. Jesse Jones in which he states that: 

While I am strongly of the opinion that the Corporation should be put in 
liquidation, if that is not done immediately the Congress should certainly look 
to that end, and in the meantime Mr. Symington should be allowed to run the 
Corporation with credit to the Government and to himself. He should have the 
authority to determine how the Corporation shall operate, because I feel it can be 
operated at very much less expense to the taxpayer than some other suggestions 
we have. 

(The letter referred to follows:) 


Houston, Trex., April 27, 1951. 
Hon. BURNET MAYRANK, 
Chairman, Senate Banking and Finance Committee, 
Senate Office Building, Washington, D. C. 

Dear Mr. CHAIRMAN: I regret that circumstances with me are such that I 
cannot testify before your committee at any specific date. 

My views with respect to the RFC were generally expressed in my letter to 
Senator Fulbright of April 10, 1950, and in a subsequent letter to the Senator a 
few weeks ago. 

I recognize that Congress wants to help any phase of our economy that needs 
help, but nevertheless would emphasize that there is no lack of necessary, justifi- 

ble private credit for either small or large business; and any business that cannot 
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succeed without Government loans in such good times as we have been having 
the last few years should be liquidated and those engaged in its operation get 
employment with a business that is able to operate without Government help. 

In our present situation there is a job for everyone who is willing to work, and 
wages and salaries in all lines. provide substantial incomes. 

Government lending to private business is far different from stabilizing com- 
modity prices by act of Congress; in the latter situation all producers are treated 
on an equal basis, while Government lending to individual businesses has already 
brought discredit to our National Government. 

While I am strongly of the opinion that the Corporation should be put in 
liquidation, if that is not done immediately, the Congress should certainly look 
to that end; and in the meantime Mr. Symington should be allowed to run the 
Corporation with credit to the Government, and to himself. He should have thi 
authority to determine how the Corporation shall operate; because I feel it car 
be operated at very much less expense than it is now costing, and thereby save 
many millions of dollars for the taxpayer. 

In the liquidation of the Corporation or curtailment of its operation, the men 
and women now employed by it can easily find employment in other businesses 
many of them in other Government agencies. 

Respectfully yours, 
Jesse H. Jones, 

Senator Benton. Mr. President, I served on the Small Business 
Committee of the Committee for Economic Development when w 
prepared our recommendations, and the businessmen who served on 
that committee 1 think were unanimously of the opinion that smal! 
business operates under great disadvantages in trying to get equity 

apital to begin with, and I might say that I subscribe wholly to your 
suggestion on a change in the tax laws as you have just outlined. 

Dr. Kaplan who wrote the report for that committee recommended 
the establishment of what he called capital banks under the aegis of 
the Federal Reserve System. I wonder if that recommendation has 
come to your attention, and if it has, whether you have any comment 
tomakeonit. It would be a new kind of financial institution special- 
izing in longer term loans, and in providing equity capital, this 
institution to be owned by the banking system in part, if the banks 
want to invest in these capital banks, and would therefore get rid ot 
the kinds of restrictions on loans which Senator Ives has just referred 
to, and could operate with much greater freedom than the present 
banking system. 

Mir. Hoover. Senator, I was responsible for the establishment of 
an institution that has been a great success, and that is the home-loan 
banks. Within them is a principle that might be considered in this 
connection. The home-loan banks are a mutualization of credit 
Unongst many institutions. Those banks discount home loans from 
their member institutions. The discounter, or the borrower from the 
home loan banks has to pay an overriding rate of interest for which 
he receives capital stock of the home-loan bank. The result has bee: 
that the home loan bank capital today which was advanced by th 
(sovernment, most of it today could be repaid to the Government and 
thus home loan banks would be the property of the savings banks 
and the building loan associations, who are its members 

As a matter of fact, | would like to see the management of 
home loan banks turned over to their members because It is a mutual 
ization of thetr own resources. Something of that same kind, 
mutualization of credit among banks for this purpose of proving equit) 
oOunls could BY very helpful in this field. 
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Senator Benton. That is Dr. Kaplan’s proposal, and his ultimate 
working out of the capital-bank structure would leave our commercial 
banks as the owners of the capital banks which in turn could make 
the 10-year loans if they wished, as suggested by Senator Douglas. 

Mr. Hoover. The home-loan banks required at the initial stage 
an advance of Government capital, and as it has worked out over the 
vears, the Government capital has or can be returned. The moment 
that capital returned the Government is out of business and the 
home-loan banks become a part of the free enterprise banking system. 
They are a mutual operation of existing institutions. Something of 
that kind in this field might be set up. I have not given much 
thought to it. 

Senator Benton. I was only suggesting that the mere guaranteeing 
of the loans in itself does not fulfill the theory or the purpose of the 
RFC’s interest in small business. 

Mr. Hoover. The RFC was supposed to lend money on security, 
not to go into equity speculations. What we are talking about here 
is somebody that will definitely take enough equity capital to put the 
normal processes of credit in reach. 

Senator Benron. Thank you. 

The CHAIRMAN. Senator Schoeppel? 

Senator SCHOEPPEL. No questions, thank you. 

The CHarrMANn. Senator Robertson? 

Senator Ropertrson. Mr. Hoover, | want to commend you upon 
your statement. I thought it was a very fine one and will be very 
helpful, | am sure, to the Congress in considering this problem. 

During the past 5 vears more small businesses have been started 
in this country than in any 5-year period in our history. In your 
statement you say that about 1 percent of them has received aid from 
the Government. 

Mr. Hoover. Apparently a lot more than 1 percent of them could 
have needed aid. 

Senator Ropertrson. Governor Eccles testified that the total—and 
| forget the date from which he computed it, but it run back for a 
considerable period—that had been loaned to what might be termed 
“small business’? was only $17 million. I think it is generally agreed 
that big business now does not need double financing unless it should 
be of the type of war business to which you have referred that can well 
and prope rly be hi “een by some other agency. The issue confronts 
us, then, Does small business need this tvpe of aid at this time? | 
understand you are definitely of the opinion that small business does 
not need ij 

Mr. Hoover. I am uncertain about it, and in my uncertainty | 
would like to see it tested out under circumstances of more efficient 
administration. 

Senator Roperrson. You refer to the fact that the Fulbright com- 
mittee reported serious losses during the past 5 years which have 
been generally considered boom vears. There was a slight recession 
n 1948, but on the whole it has been a period ol rising markets, rising 
national income, and rising production. Did your task force com- 
pute the losses for the RFC for the past 5 ve “ars? 

Mr. Hoover. No; but the same accountants who made the exami- 
nation of it for the Reorganization Commission have been acting for 
Senator Fulbright’s subcommittee. 
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Senator Ropertson. We are concerned not with the way RFC 
operated, whether it was established in your administration as Presi- 
dent, and we are not immediately concerned with the way it operated 
under Mr. Jesse Jones. Our concern is what has happened in the 
past 5 vears. 

Do vou think it will be helpful to this committee in determining 
conflicting viewpoints about abolishing the RFC or continuing it on 
some proper basis if the committee would get the exact figures on what 
the losses have been for the last 5 years? 

Mr. Hoover. I think so. The evidence before Senator Fulbright’s 
committee was rather ample over some part of the period. 

Senator, I think there is a big jumble here as to talent. When the 
REC was established there were seven Directors who could probably 
in private business have earned an aggregate of $1 million a vear, 
who served for usual Government salaries. When we get outside of 
an emergency we can no longer call on men of that quality to leave 
their occupations. We must employ men who are willing to work for 
modest salaries. Then we expect them to have all of the judgment 
and all of the experience of these men of first order; of banking talent 
Is that not what has really happened here? 

Senator Ropertson. | think you made a major contribution to 
the public thinking on the issue before us. 

The CHarrRMAN. Senator Dirksen. 

Senator Dirksen. Mr. President, I notice in your statement that 
the task force recommended the liquidation of the RFC. Was the 
task force unanimous on that point, do you recall? 

Mr. Hoover. Yes. 

Senator Dirksen. The Commission, however, was divided. Do 
you remember about what the division was? 

Mr. Hoover. No. We kept no record of our division, except 
dissents from the majority. When we found that we did not have 
a majority for some recommendation, we tried a different line. In 
this case we recommended the Senate should investigate it. In the 
meantime we recommended that the institution should be handed to 
the Treasury for administration. 

Senator Dirksen. But the recommendations that were made, of 
course, expressed the dissatisfaction of the Commission and the task 
force with the present operations of the RFC? 

Mr. Hoover. Senator, not only their dissatisfaction, but their great 
fear that things were going on that would lead to corruption. 

Senator Dirksen. Referring for a moment, Mr. President, to th 
line of questioning by Senator Douglas, his suggestion that Govern- 
ment should take more than ‘negative action in the form of suits 

against monopoly, and make possible, of course, accretions of capital 
out of the public till in order to affirmatively lick that monopoly, of 
course, it requires somebody in Government to make such determina- 
tion, and if you followed that theory to its logical conclusion, you 
might have a situation where Government would be supplying the 
capital — working at will in every “i | of private enterprise on the 
belief it was either self-engendered or otherwise, that there was an 
iting monopoly. 

Mr. Hoover. Of course we are upon opposite sides of philosophi 
ideas here. I bei ing on the side of free enterprise. 

Senator Capenart. Mr. Hoover, would vou not say that the Gov- 
ernment itself soled is the greatest enemy and biggest competito! 
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of small business through their taxation and rules and regulations, 
that the Government at the moment has the greatest opportunity 
thev have had since World War II to assist small business by giving 
them business, which they do not do? 

Mr. Hoover. Senator, I think if you could get the collective voice 
of small business vou would find they were complaining more bitterly 
of the actions of the Government than they are on the lack of credit. 

Senator CAPEHART. In other words, if the Government wants to 
know what is wrong with small business all they have to do is look 
in the mirror and take a good look at themselves, because small busi- 
ness at the moment is taking the big loss, and they are getting very 
little, if any, of the war business. The Government could do the 
greatest service possible to small business at the moment if they 
would give small business the war orders, or even a small portion of 
them; which they are not doing. 

The CHAIRMAN. Senator Bennett. 

Senator Bennetr. I have only one comment, Mr. President. I 
have listened to Senator Benton with a great deal of interest, and there 
is a bill now before the Senate authorizing the authorization of these 
credit banks, or these capital credit banks for small business. I have 
been looking forward to the hope that that would provide the only 
necessary new organization if RFC were abolished. 

Under your suggestions, you include the extension of the power of 
the Federal Reserve to guarantee small loans, and I wondered if the 
combination of those two would not take care of all of the current 
needs for credit from the Government. 

Mr. Hoover. I am not familiar with the legislation you have re- 
ferred to, so I hesitate to pass an opinion upon it. I have said that I 
believed some kind of mutualization of banks participation could 
set up to take care of the difficulties of equity capital. 

Senator BenNetr. This legislation provide s that the Federal Re- 
serve shall take the lead in organizing those banks, shall provide 
capital to get them started, with the understanding that the private 
system would then step in and take them over. You see nothing 
wrong in the use of Federal credit for that purpose? 

Mr. Hoover. No, I do not. 

Senator BeENNet?r. That is all I have, thank you. 

The CuarrMan. Are there any further questions? 

Senator CaAPEHART. I just want to comment on the memorandums 
prepared by the staff fora moment. For example, as of December 31, 
1950, 80 borrowers had obtained direct-participation loans to the ex- 
tent of $214 million, whereas all other borrowers below $500,000, the 
sum total of all of them was $328 million, which certainly proves that 
the bulk of the RFC money is going to the big fellow and not the little 
fellow. , 

The CuarrmMan. I think there is no doubt about it. While I have 
not studied the memorandums carefully, I just talked to those who 
prepared them, there are some startling facts in them. They havs 
already been inserted in the record. 

The memorandums referred to will be found on p. 75 

The CHarrMaNn. Any further questions? If not, Mr. President, w 
appreciate your appearance, and thank you so much. 

Mr. Hoover. Thank you. 
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The CuarrMan. The next witness is Senator Byrd. I might say 
for the record that Senator Kem was to be here also, but unfortunately 
he is a little under the weather today and cannot be present. 

Senator Ropertson. Mr. Chairman, before Senator Byrd testifies, 
may L ask if the committee would be willing to have a tabulation pre 
pared by our staff of the losses of the RFC for the past 5 years and 
make that a document to be inserted in the record? 

The CuarrMan. Without objection, that will be done as fast as 
possible, but, Senator, it is a very difficult thing to get. 

(The memorandum referred to follows:) 


Starr MEMORANDUM 


In response to the direction of the chairman at the request of Senator Robert 
son, the staff has arranged to have compiled the following statistics in table | 
ti 


relative to income and expenditures of the Reeonstruction Finance Corporation 
for the 5-vear pt riod from July Bs 1945, to June 30, 1950, inclusive. 


TABLI ] Reconstruction Finance Corporation and subsidiarites—Consolidated 


t 


statements of net income fron le nding acti ities for fiscal years 1946 thro igh 1950 


[As reported by the Corporation in its annual reports to the Congrt 
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The following table 2 shows reductions which would occur in the amount of 
net income upon the application of certain factors to the above statistics One 
of these factors contemplates increased interest payments from the RFC to the 
lreasury. ‘To the extent these payments are required on capital stock subscribed 
by the Treasury and the RFC borrowings from the Treasury, they represe 


in general the cost to the Federal Government of Federal funds used bv the 
RFC 
However, in order to place RFC in a position equivalent to a private business 


an offset credit should be granted the RFC for $327,410,745 in surplus earning 
it has paid over to the Treasury— equivalent to a payment of dividends by a 
private company. In this case these dividends must be paid to the Treasury 
under the provisions of the RFC Act, as amended in 1948 (Public Law 548 
80th Cong., approved May 25, 1948). A private cerporation would set it 
policy as to whether earnings should be paid out as dividends or plowed 
ack into the business. In the latter event, private industry pays no interest 
on the earnings used in this manner If thev are trulv earnings by the RF¢ 
then it mav be questioned why the RFC should pay interest on sueh earning 
Of the $66,000,000 tabulated under the heading ‘‘Inereas rest expense 
reflect average rate paid by United States Treasury; applicab »: Borrowing 
capital stock, and accumulated earnings,’’ $40,600,000 represents the portion inelu- 
das interest payable on accumulated earnings. Deducting t mou u 
e $66.000.000 item would result in ontv 825.400.000 bei: pAVvAalb inder the 
above heading with interest charges on accumulated earnings nated Under 
such an assumption, the net income of the REC would inere: 540,600,000 over 


he amount shown in table 2. 


One other factor would serve to offset the tarect teed of the RFC bi 
the Treasury. On several occasions by express direectio f Conere the RFC 
has been required to advance funds requir d to piace a@& nor RE program If 
operation pending appropriations to be made by the Congr If then. for 
example, the RFC advances $2,300,000,000 ins 
operation Administration, and the RFC is to be required to pav interest at 
roing rate to the Treasury on that amount, a like amount of interest should br 


the RFC by ECA during the period ECA uses the money In additior 
the RFC has advanced $8.000.000 to the Secretary of State for Palestiniar 


paid to 


f 
relief and $25,000,000 to the Secretary of State for the construction of the United 
Nations headquarters in New York City The net result would be to reduce by 
a smaller amount the net profit the RFC statistics presently show during tl 
past 5 vears A business operated for profit would be expected to charge its 
borrower at least enough interest to cover the cost of the borrowed money to the 
business, 

Under the RFC Act, real property of the RFC is subject to State and local 
taxation and assessments. In other respects the Corporatio: exempt fron 
Federal, State, and local income and ad valorem taxes While certain types of 


private banks enjoy some tax advantages when compared with other busin 
corporations, it would be necessary to reduce the net profit of the RFC by the 
amount of taxes paid by a private banking institution of a comparable size t: 
compare it truly with a private corporation. Such a computation, however, 
leaves out of consideration the possibility that the Corporation might have con- 
sidered increasing its interest and other charges if it knew it had to pay such 


taxes. The uncertainty of the income which would have resulted from such a 
move makes it difficult to predict with certainty the effect a requirement for 
payment of taxes would have had upon the profit or loss status of the RF¢ 

As a matter of fact, the RFC does have business expenses quite akin to private 
corporations It pays rent to Public Buildings Service in General Services 
\dministration for all governmental space it occupies and pays rent at going 
commercial rates for privately owned space used by it In April 1951, for exam- 
ple, the RFC paid to Publie Buildings Service $38,400 for space occupied by the 


RFC in the Lafayette Building, the RFC headquarter Washington, D. ¢ 
Chis rental included an amount equal to real property taxes normally due on the 


j 


building Naturally, however, no amount was included as profit to the Public 
Buildings Service. Outside the District of Columbia, most of the space used by 
he RFC is in privately owned buildings, for which it pays commercial rents. 
In the few cases where it occupies Federal property outside the District of Colum- 
bia, the RFC pays Publie Buildings Service a rental calculated to be sufficient to 
pay costs of operation, maintenance, and protection. 

Moreover, all supplies and equipment obtained by the RFC through the Federal 
Supply Service of General Services Administration | 
which include alli taxes. 


ave been purchased on bids 
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The following tabulation also shows a downward adjustment in the net income 
of the RFC if the Corporation paid the Government’s share of the cost of the 
civil-service retirement fund, including the portion of the cost of its administration 
applicable to the employees of the RFC. 

Table 2 still shows a net income of $24,800,000 over the 5-year period. If th 
RFC is not required to pay interest on its accumulated earnings, this net incom: 
increases to $75,400,000. 

However, it should be noted that the net income is not broken down to show 
how many items of nonrecurring income are included. It is understood that the 
net income for the fiscal year ended June 30, 1950, did include a substantial iten 
of nonrecurring income realized from operations of the Consolidated Realty Co 
This factor is mentioned to show the need for caution in forecasting the probability 
of profitable operations of the Corporation in the future based upon its operations 
through June 30, 1950. 


TABLE 2.—Adjustments to RFC’s statements of net income from lending activities 
for fiscal years 1946 through 1950 to include interest expense, at the average rate 
paid by U. S. Treasury on marketable securities, on funds available to the corpo 
ration at a lower rate or (terest free, and to include the Government’s share of the 
cost of civil service retirement funds applicable to RFC employees 


Fiscal years ended 


5 years . 
ended June 
30, 1950 June 30, June 30, June 30, June 30, June 30, 
1950 1949 1948 1947 1946 
Net income from lending activities 
as reported by RFC $103, 000, 000! $27, 200, 000) $8, 100, 000)$21, 400, 000'$19, 800, 000) $26, 500, 000 


Deduct 
Increase in interest expense, to 
reflect average rate paid by 
U. 8. Treasury, applicable 
to 
Borrowings, capital stock, 
and accumulated earn- 
ings 66, 000,000! 6,600,000) § 
Funds of War Damage 
Corpor ation, SWPC, 
ind PWA 8, 600, 000 aK 


, 700, 000! 16, 400, 000) 17, 200, 000) 16, 100, OOK 


, 000 600, 000 900, 000 4,000,000) 2, 900, OM 
| 
Government’s share of the cost 
of civil service retirement 
fund, including a portion of 
the cost of administration 
ipplicable to RFC employ- 
CS 3, 600,000; 1, 000, 000 900, 000 600, 000 600, 000 500, 000 
Total 78, 200,000! 7,800,060) 11, 200,000) 17, 900,000) 21, 800, 000) 19, 500, 000 
Adjusted net income 24, 800, 000} 19, 400, 000) —3, 100,000) 3, 500, 000) —2, 000, 000) 7, 000, 00 


Some question has been raised because these figures do not take into account 
over $12 billion of notes of the RFC canceled by the Treasury Department throug! 
March 31, 1951, pursuant to directions issued by the Congress. A breakdown of 
this amount is given in the following table 3. 
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raBLeE 3.—Reconstruction Finance Corporation—Net disbursements authorized 
by Congress for which the Congress directed that the Reconst tion Fir “ 
tron’s noles to the Treasury be canceled 


lor assets directed DV the Congress to be transferred t 


LO, 

or held for the account of other Gove ronment agencies: 
Stock of other Government corporations S708, 413, 200. 00 
Loans to or by other Government agencies 816, 617, 343. 13 
Physical properties to other governmental agencies 1, 956, 314, 780. 23 
Properties held for Treasury Department 948, 515, 753. 00 
Cash paid to Treasury 125, 000, 000. 00 

Subtotal 7 


i, 004, S61, 076. 36 
For advances directed by the Congress to be n 

Government agencies for their use (ineluding relief, 

1932-35) 1, 919, 461, 636. 76 
For direct subsidies authorized by the Congress 3, 096, 738, 234. 00 
For interest incurred by the Corporation in making these 

lirected disbursements 


$35, 305, o06. SO 


Total 13, 004, 366, 513. 98 
Deduet 
Net excess of other receipts from national defense, 
war, and reconversion activities over other expel di- 
tures for the same purposes 155, 706, 338. 00 
Balance (notes canceled through Mar. 31, 1951 12, 848, 660, 175. 98 


The amounts shown above for which the Congress directed RFC 
Treasury be canceled represent the expenditure of funds either for items of which 
RFC was not permitted to exercise discretion, such as the financing for unemploy- 
ment relief, or for purposes which inherently are not recoverable, like the wart 
subsidies, and win-the-war-regardless-of-financial-cost programs. 

In fairness, it must be recognized that no private corporation operated for 


profit 
would cancel these items gratuitously. It would at least retain a claim against 
the agencies which received the benefit of the more than $12 billion. Had ‘ 


Congress appropriated the necessary funds and ordered repayment of that amount 
to the RFC by the agencies which used the money, the RFC’ 
have been increased by the same amount and if the RFC i s 
notes to the Treasury to the extent of that more than $12 billion no one would 
argue that the RFC ought to reduce its remaining net income by $12 billior 
Yet that seems to be the argument made by some because the Congress chose 
Lo order the Treasury to cancel the RFC notes directly instead of f 
above indirect method of clearing the RFC’s books. 

Finally, in order to show the assets and liabilities of the RFC as of a recent date, 
table 4 sets forth a consolidated balance sheet of the RFC as of March 31, 1951. 


f 


gross income wo ild 


t 1 
el 
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TABLE 4.—Reconstruction Finance Corporation—Balance sheet Mar. 31, 1951 


ASSETS 
Cash ; Be en 
Loans, securities and related receivables (other than 
insured and guaranteed mortgages and loans to 
foreign governments 
Loans and securities at cost: 
Industrial and commercial enterprises 
Railroads besa 
Financial institutions : 
Political subdivisions of States and Terri- 
tories including $7,023,046 acquired 
from PWA 


Catastrophe loans 


Accrued interest and dividends ‘ 
Other receivables arising from loans and securi- 
ties_ 


Less estimated losses in collection 


Insured and guaranteed mortgages and related 
receivables: 
Partially guaranteed by Veterans’ Administra- 
tion. ‘ 5 ites 
Insured by Federal Housing Administration 
Accrued interest : 
Other receivables arising from mortgages 


Loans to foreign governments, including accrued 
interest: 
United Kingdom of Great Britain and Northern 
Ireland, less prepayments 
Republic of the Philippines 


Other assets: 
Properties and securities acquired in liquidation 
of loan indebtedness, including railroad re- 
organizations, at lower of cost or appraised 
values abe 
Equity in net assets of Defense Homes Corpo- 
ration held for liquidation ea : 
Miscellaneous accounts and other notes receiv- 
able, less estimated losses of $67,499 
Furniture and fixtures, less accumulated depre- 
ciation 


$447, 
105, 
YS, 


686, 
61, 


27, 


60, 


375 
721 


010 
543 
362 


O11 


Qn 


0, 040 


7, 462 


846 


747 


2, 229 
. 563 
, 440 


1,845 


160, 
301, 


180. 


, 446, 


969, 


760, 


336 
256 


5S] 
117 
666 


286 


$10, 964, 607 


625, 6158, 099 


89, 098, 077 


87, 461, 592 


66, 356, 650 


879, 499, 025 
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TABLE 4.—Reconstruction Finance Cor poration—Balance sheet Ma {, 1951—-Con 


LIABILITIES 


07 Liabilities to the public: 
Arising from loan programs: 
Accounts payable $1 999 74] 
Trust and deposit liabidities ; Q 552. 417 


Arising from national defense, war, and recon- 
version programs: 
Accounts payable 50, 456, 278 
Trust and deposit liabilities 7. 858. 860 


SHY, O90, 266 
Liabilities to other U. S. Government Agencies: 

Accounts payable and sundry liabilities 3, 588, 131] 
Notes payable to U. 8S. Treasury, including 

accrued interest ! ; 
Net proceeds from liquidation of assets and 

securities: 

Acquired under national defense, war, and 





7 


8. 408, S46 


19 reconversion programs ; 156, 749, 131 
Transferred from Smaller War Plants Cor- 
poration t, 425, 246 
143, 231, 35 
Reserves: 
For employees’ accrued annual leave 3, 696, 935 
For losses under deferred participations in bank 
loans : 5, 689, 031 
77 3 ce VY. 385, 966 
Capital stock held by U. S. Treasury nee : 100, 000, 000 
Surplus: 
Accumulated net income, unreserved _ $582. 778, 655 
Less dividends accrued or paid to U.S. Treasury 327, 410, 745 
549 255, 367, 910 
teserved for contingencies (including reserve for 
self-insurance of $2,000,000) _ _ ; 2, 423, 529 
257, 791, 439 
879, 499, 025 
In addition the Corporation had outstanding series EE note ued in thea int $1,900,000 t urry 
out provisions of sec. 302 of Defense Production Act 
This table indicates that upon immediate liquidation on the basis of present 
values assigned to assets, a net profit of $257,791,439 would be realized lixeept 
for bookkeeping purposes, however, this is not a practical supposition, since 
Ba) liquidation would require an extended period and over that period the liquidation 
value of assets might well vary from that assigned in table 4. 
N25 The following table 5 shows the net income of the RFC over the past five fiscal 


years on the basis of various assumptions. 


oon 
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TasBL_e 5.—Net income of Reconstruction Finance Corporation during the period 
from July 1, 1945, to June 30, 1950, inclusive, computed on the basis of varying 
assumptions 


1. Net income per consolidated statements in annual reports to 

Congress (see table 1) _ _- eee .. $103, 136, 759 
2. Net income adjusted by deducting intereste on borrowings, 

capital stock, and accumulated earnings to Treasury and 

contribution of civil-service retirement share (see table 2) 24, 800, 000 
3. Net income adjusted by deducting all of amounts in item 2 

except interest on accumulated earnings : 75, 400, 000 


NOTE 


\. Net income in items 2 and 3 would increase by an unknown amount if RF‘ 
collected interest from other Federal governmental agencies to which it advanced 
funds for Federal programs. 

B. Net income in items 1, 2, and 3 would decrease by an unknown amount if 
RFC did not enjoy tax exemption on all but real property owned by it. 

C. Net income in items 1, 2, and 3 would decrease by $12,848,660,175 if the 
computations take into account that amount of RFC notes canceled by the 
Treasury Department pursuant to the direction of Congress. For reasons give! 
in the foregoing memorandum this does not seem to be a proper deduction fron 
RFC net income.) 

The foregoing statisties in tables 1, 2, 4, and 5 deal only with the lending activi- 
ties of the RFC. In its other activities, the RFC has engaged in such operations 
as tin smelting, synthetic rubber manufacture, and abaca and agave fiber produc- 
tion. Its loss experience on these programs is tabulated in table 6. These were 
programs undertaken primarily for national defense purposes. Data on other 
facets of the RFC’s nonlending activities are contained in the Corporation's 
annual reports to the Congress. Embracing liquidation of wartime activities, they 
hardly constitute the type of operations into which private industry would venture. 
Consequently, they form no fair basis for a comparison of the RFC’s record with 
that of a private corporation. 

TABLE 6 








r . . ef wot or 
Pr Sales income N ‘ ae 
lin smelter (Texas City, Tex 
1942-47 $204, 428, O04 $202, 318, 000 — $2, 110, 00 
1948 40, 584, O01 45, 398. 147 4,813 
1949 44, 905, 253 48, OS3, 193 3. 177, 94 
1950 89, 523. 347 79, 156, 420 — 10, 366, 92 
Net loss —4, 485, 648 
Swnthe e rubber 1? n 
: it pla 
1940-47 1, 417, 033, 000 1, 263, 000, 000 — 154, 033, 004 
1948 1¥S8, 784, 6900 320, TO6 1, 536, O1F 
1949 174, 621, ¢ 73, 919, 049 702, OM 
LOM 158, 225, 212 », 430, 591 —1, 794, 612 
Net loss ~154. 993. 61 
Fiber plantations (Central America and West Indies 
194247 17, 065, 000 8, 366, 000 —R8, G09, (OM 
1948 12, 981, 771 15, 592, 831 2, 611, 0 
1949 12, 030, 525 13, 774, 488 1, 743, 
195 7, 585, 669 7.101. 160 —484. 50) 
N S 4 KOS hs 
I " Ss oF SV hetic rubbe and fibe 
s J 19 164, 307, 74 
Includes some cost items incurred in trading in imported tin 


For that matter, nothing in the RFC Act, as amended, lays down a requirement 
that the Corporation as a whole be conducted on a self-liquidating basis. It is 
interesting to note, however, that its lending operations over the past 5 vears 
! een conducted at a net profit, except upon the assumption made in foot- 


note C to table 5 and possibly upon the assumption made in footnote B to table 5, 
Witiram F. McKenna, Counsel. 
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STATEMENT OF HARRY F. BYRD, A UNITED STATES SENATOR 
FROM THE STATE OF VIRGINIA 


The CHAIRMAN. Senator, will you proceed. 

Senator Byrp. Mr. Chairman, I am very grateful to the committee 
for this opportunity to appear before you to discuss this pending legis- 
lation. Mr. Chairman, I would like to ask that S. 1116 be withdrawn 
from the committee calendar, and S. 1376 substituted. 

The CHarrMan. Without objection, that will be done. 

Do vou desire to testify to S. 1376? 

Senator Byrp. Yes. The patrons of this bill are myself, Senator 
Bricker, Senator Kem, Senator Robertson, Senator Williams, and 
Senator Ferguson. 

Mr. Chairman and members of the committee, when President 
Hoover speaks he always speaks with great authority, but it seems to 
me that he speaks with the peculiar influence and authority with regard 
to the liquidation of the RFC. It was Mr. Hoover, while President, 
who recommended the creation of the RFC. As Chairman of the 
Hoover Commission he gave the question great study and thought, 
and he is the greatest living student of Government today. In fact, 
I will go further, perhaps he is the greatest student of Government in 
our history, and | want to pay tribute to him as a great patriot who is 
giving his time freely at great sacrifice to himself to improve the con- 
oa 

he has come here today at great inconvenience to himself, as I 
sania o know, to present his views to the committee with respect 
to the liquidation of the RFC 

In addition to the one the chairman has made reference to I have 


another letter from Mr. Jesse Jones that I would like to read. 

I have your letter and vour bill of which I approve. I am, of ee shocked 
at the exposures Senator Fulbright’s committee has brought out, and doubt if 
he has more than scratched the surface. If we cannot have integrity in our 
Government why sacrifice our boys in Korea and our billions in defense of our 
country? To me it is beyond understanding that good men can continue the 
things that are going on. I, of course, know we have many fine men in the 
Congress, but they should stop the graft or acknowledge that right is not worth 
fighting for. 


In addition I want to call attention to a speech made by Gov. 
James F. Byrnes at Raleigh, N. C., on March 14, 1951, in which he 
said: 


The people who are called upon to make sacrifices are not made happy by the 
disclosure of dislovalty of an emplovee of the Atomic Energy Commission and by 
the shocking disclosures before the Senate Committee investigating the Recon- 
struction Finance Corporation. Worse than the loss of money is the loss of confi- 
dence in the honesty of men who have occupied responsible positions in Govern- 
ment. There is no excuse for the existence of the organization—RFC. 

Why should your Government lend public funds to manufacture automobiles 
and fabricated houses or to build tourist hotels in Florida? 

\ man can borrow money from the banks and private investors provided } 
has character and collateral. If he does not possess them, he should not be loaned 
your money. 

In March 1945 I expressed this view to President Roosevelt. In his administra- 
tion the RFC had been wisely administered by Jesse Jones. But President 
Roosevelt realized the danger. He said it had served its purpose and when 
peace was restored it should be liquidate d. He did not live to liquidate 

Because of the war situation— 
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said Governor Byrnes 

it may be necessary to make loans to a few manufacturers producing weapons of 
war. But these can be made by Charles E. Wilson, Defense Mobilizer, who has 
the confidence of the people. The Congress should promptly enact legislation to 
liquidate the Reconstruction Finance Corporation. 

There, Mr. Chairman and gentlemen of the committee, we have the 
testimony of Mr. Hoover, who established the RFC, Mr. Jesse Jones, 
who administered its affairs for many years, and knows more about it, 
perhaps, than any other living man, and Governor Byrnes, who has 
had long and close connection with the Federal Government gives vou 
his direct quotation from President Roosevelt that it was his inten- 
tion to liquidate the RFC after the war. 

Now, it is not my purpose at this time to discuss in any detail the 
shocking disclosures made by the Fulbright subcommittee. This 
committee, and the chairman, the Senator from Arkansas, Mr. Ful- 
bright, deserve the gratitude of the American people. I do want, 
however, to call attention to this fact: When an agency of the Govern- 
ment has great sums to lend, and without fixed standards under which 
these loans can be made, it is nearly inevitable over a period of time 
that political favoritism, if not corruption, will creep into these 
transactions. The RFC has no standard by which loans are to be 
made, except the discretion of the officials. 

When it was established the RFC performed a most valuable service. 
It was a depression measure. No such condition exists today. In 
fact, we are now in a period of the highest plateau of inflation we have 
ever reached. The history of the RFC shows it did do a good job 
when needed but, as might have been expected, its access to the finan- 
cial resources of the United States has been too great a temptation 
for political camp-followers in periods when it did not have a job to do. 

it is my frank opinion that the good of the RFC has been much 
more than offset by revelations of political favoritism, mismanage- 
ment, etc., which have occasioned a loss of confidence in the adminis- 
tration of our Government, and confidence in our Government is 
essential to the preservation of our democracy, especially at this time 
of great national crisis. 

The bill pending provides that all funds of the RFC should go to 
pay on the public debt. We must remember, members of the com- 
mittee, that every dollar of the RFC loans comes from borrowing 
through the Federal Treasury. With one hand we borrow money 
from the citizens of our country and then we loan that money to other 
citizens of our country. Its operations are a factor in the public debt. 

Senator Bricker. Borrowed from one and loaned to a favored few. 

Senator Byrp. It has added to the public debt something like $1 
billion, exclusive of the loans that are made for the defense operations, 
and | am not proposing to abolish the loans that are made under the 
Defense Production Act. 

it is my prediction that we are facing a long period of deficit financ- 
ing. We are facing an expenditure of the Federal Government of no 
less than $48 billion for the military—and that comes straight stan 
Mr. MeNeil, the Assistant Secretary of Defense, the best informed 
man on the subject, and he said that will last for a long time to come. 
Added to that will be the other costs of Government, which, unless 
drastically reduced, will give us a total expenditure of $75 billion. 
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If you add to that, members of the committee, the expenditures 
made by the localities, by the 3,000 counties, by the subdivisions, by 
the States and cities, you will have a total expenditure approximating 
$100 billion. We shall be on that high level for a long time to come 
That is 40 percent of the estimated total national income received by 
all the citizens. 

In other words, we will be working 2 days a week for the Govern- 
ment and 3 days a week for ourselves on a 5-day week basis. So I 
say, even the $1 billion we are discussing is something which should 
be considered in view of these great expenditures and these great 
dangers that confront us. 

At this time I will not discuss the question of whether the RFC ha 
made money. That can only be determined, gentlemen of the com- 
mittee, by a true and proper appraisement of the properties of the 
RFC, and that would take a long time. That would be a matter of 
individual judgment. There is an old saying that we have in the 
Blue Ridge Mountains of Virginia, that you cannot measure a snake 
until it is dead, and that is true of the RFC. We are not going to 
measure the RFC until you liquidate it and collect the money that 
has been loaned out and get it back into the Federal Treasury. Then 
you will be able to estimate the losses that have occurred 

Statements that the RFC has made money are subject to consider- 
able discussion and debate. To begin with, the RFC is now borrowmeg 
money from the Federal Government at the rate of 17, percent and is 
loaning that money at 5 percent. Last November they increased the 
rate from 4 percent to 5 percent. Well, now most any corporation 
that used any discretion whatever can certainly make money when it 
borrows money at 1% percent and reloans it at 5 percent. But it is 
questionable, after the losses are taken off, whether RFC makes 
money or not. 

Here is what the Comptroller General said in his report to the 
Congress on December 20—last December 20. He said: 

For the fiscal year 1949, RFC net income was shown as $5,226,980. Caimcei- 
dentally, RFC held $350,000,000 of Treasury funds interest-free. Had RFC 
been required to pay interest thereon at the going rate paid by the Treasury o1 
the general publie debt, such interest would have approximated $7,000,000 and 
the reported net income would have been converted into a net loss. 


Here is Mr. Lindsay Warren, in whom all of us have great con- 
fidence, who says there would be no ae if they "had been required to 
pay inte rest on this $350 million which they got interest-fre« 

The CuarrmMan. Will the Senator yield a minute? 

Senator Byrp. Yes. 

The CuarrmMan. I just wanted to say this. Senator Douglas, or one 
of the committee, asked at the last meeting, that the staff figure up 
all the interest that had been riven free, and, of course, vou heard 
Senator Robertson this morning. The staff is now working on this so 
that this record will completely show the facts, Senator, that vou are 
bringing out, because very frankly, out of the statement, if vou read 
it, You cannot get down to those facts. 

| have looked over th: at statement time after time and vou cannot 
get those facts out. The staff will make a complete record, as men- 
tioned by Senator Robertson a while azo, bo show wl ut t| ey maae or 
what they have lost, taking into consideration interest-free and tax- 
free capital, and so forth. 
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I also wanted to say for the record, as you know this committee 
has not stopped investigating the RFC, nor has the subcommittee 
stopped, and I wanted to make certain that was understood, because 
I notice that Mr. Jones said we have only scratched the surface and 
I do not know how much has not been looked into and how much has 
not been done. This committee has determined, at its last meeting to 
allot $10,000 additional to keep on until we could go before the Rules 
Committee and get more money, because if there is anything that has 
not come out, I feel certain that every member of this committee 
wants it brought out and wants it brought out in the open. I have 
great respect for Mr. Jones, as vou do, but I did want the record to 
show that fact. 

Senator Rosertson. Before he proceeds, I would like to eall 
attention to the fact that when Congress created RFC they provided 
that RFC should have without interest working capital—I do not 
remember whether it was a direct appropriation or a loan from 
the Treasury—I think it was in the sum of $500 million. RFC never 
has paid any interest on that capital, but for loans in excess of its 
working capital it has paid what was the going rate on Treasury 
borrowings, and they have paid back recently a substantial sum on 
their capital. 

The Cuairman. They borrowed $500 million and paid back four of 
it. 

Senator DovGtas. Since other members of the committee are 
making comments, may I say I think that all of the Government 
corporations should pay interest to the Treasury, and that the amount 
of the subsidy which the RFC has received should be made a matter 
of public record and ultimately should be repaid. Under the present 
subsidy the unpaid interest on $100 million should cease and it should 
now pay that interest to the Federal Treasury. I take a certain 
amount of modest pride in the fact that I helped to recover $81 
million from the Federal Deposit Insurance Corporation without too 
great alacrity on the part of the banks, and $28 million from one of 
the agricultural credit institutions. I think we should get away from 
this idea of interest-free capital being furnished to Government 
corporations. 

Senator Bricker. Of course, this is a little bit different principle 
here. There you have private interests which take over. In this 
case you have no such residual authority to which the interest transfers. 

Senator Dovatas. I think it would be more flagrant for private 
industry to receive interest-free capital than for a Government 
institution. 

Senator Byrp. Mr. Chairman, I was simply addressing myself to 
the statement that has been repeatedly made, that the RFC during 
its entire period up to June 30, 1947, has made a net profit of $552 
million. If you take into consideration the interest aspects and the 
fact that no assessment has been made, I think the losses may be 
even greater than we might expect. I submit that the RFC has not 
made a profit, and that is confirmed by Price, Waterhouse & Co 
certified public accountants, who were employed as a task foree for 
the Hoover Commission. 

The CuatrMan. They are emploved now by the subcommittee. 

Senator Byrp. I again submit that it is going to be extremely difli- 
eult, if not impossible, to determine the value of all the assets of 
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RFC until they are sold and converted into cash and put back into 
the Treasury. Then we will know how much we have lost. Price, 
Waterhouse & Co. say the contention that the RFC breaks e —_ on 
profit is based on the $522 million net profit re ported by the Corpo- 
ration through June 30, 1947. That was for the 17 years of its exist- 
ence. Therefore, it is a fallacy to the related contention that the 
continued existence of RFC will cost the Government very little. 

The aggregate net profit reported with respect to operations for a 
period ending June 30, 1947, has not been corrected for a substantial 
difference between the interest paid to the Treasury by the RFC and 
the corresponding interest costs incurred by the Treasury. The Cor- 
poration’s accounting records do not distinguish between the various 
classes of loans, insofar as financial net results of activities are con- 
cerned. There is no way of knowing whether past loans to business 
enterprises yield a profit or net loss. Furthermore, the business 
loans which RFC is making at the present time contain a risk factor 
different from that which characterizes its previous lending activities. 
— is a very important point. It should not be — that the 

Corporation’s present operations can be conducted at no cost to the 
Government. 


The majority of loans now being made by the ¢ orporation are small loans to 
finance new businesses or the acquisition of existing businesses by new owners. 
These are important enterprises, but, in lividually, the ey are not significant from 
a national standpoint. The assistance extended by RFC in many of these cases 
may even have a negative value from the national point of view in that it en- 
courages the continuance of ventures wh ich should be permitted to dise ? 

id in that it prevents their owners from going into oeeupatior s for which they 
mav be better suited. Any tendeney to perpetuate mistak¢ ente 


vaken the general economy out of all proportion to the indivi lua 
it may make. 


i fall whieb 


That is the report of the task force. 

Mr. Chairman, I would like to give a list of the other lending and 
redit agencies of the Government. We talk of the RFC and some 
think that is about the only one. I want to call attention to the fact 
that there are quite a number of others, 17 agencies, in fact, that 
conduct lending and credit operations. 

We have the Farm Credit Administration to provide a complete 


und coordinated credit system for agriculture by making long-term 

| short-term credit available to farmers through the Federal land 
gee the Production Credit ( ‘orporations and associations, 12 corpo- 
rations and 500 associations, and the banks for cooperatives. That is 


Ohe Yroup. 
The second group is the Farm Home Administration which makes 
loans for mortgage insurance, farm housing, water facilities, flood and 


lisaster and veterans’ assistance 
The third is the Federal Deposit Insurance Corporation, and it has 


the power to make loans to insured banks that have already bi 
nsured to facilitate bank mergers or consolidations and to reduce 1 S 
or avert threatened loss to the corporatio 

The Commodity C redit Corporation has enormous facilities 


issets to make loans for the construction of commercial storage facil- 
. for the purchase of foods of different kinds, agricultural products 
and to the Secretary of Agriculture for application to the turtherance 


| 


of soil conservalion. 
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The Export-Import Bank to aid in financing and facilitating exports 
and imports and the exchange of commodities between the United 
States or any of its Territories or insular possessions and foreign coun- 
tries, 

The Puerto Rican Reconstruction Administration: This agency 
services loans to cooperatives. 

The Virgin Island Corporation: To individuals for industrial, com- 
mercial, and agricultural purposes in the Virgin Islands, where such 
loans are not available from private sources. 

Housing and Home Finance Agency: To local public bodies for 
slum clearance and planning; to public or nonprofit private institutions 
of higher learning for housing and facilities; and for certain construc- 
tion in Alaska. 

Federal home-loan banks, which have the power to make loans on 
homes with special service to veterans. 

Federal Housing Administration: To finance production of prefab- 
ricated houses; and insure loans to purchasers of prefabricated houses, 
mortgages financing purchases of certain types of publicly constructed 
houses, insure financial institutions against loss on property improve- 
ment loans, to insure mortgages on small family homes, insure mort- 
gages on farm properties, insure mortgages on single-family dwellings, 
insure mortgages on cooperative housing, insure mortgages on renta! 
proje cts. 

Public Housing Administration: To construct and operate low-rent 
public housing dwellings. 

Federal Reserve banks have the power to mi ake loans directly or 
indirectly to business for periods up to 5 vears for working capital, and 
for not exceeding 90 days on promissory notes secured by direct obli- 
gations by the United States, and in unusual and exigent circumstances 
by discounting notes, drafts and bills for individuals, partnerships 
or corporations. 

The State Department makes loans for the protection of private in- 
vestments abroad. 

The International Bank for Reconstruction and Development, in 
which the United States has invested heavily, finances rehabilitation 
expansion and modernization of industrial and agricultural facilities 
abroad. 

Rural ee Administration finances construction of rura! 
electric facilities, and to REA-financed power distributiors for relend 
ing to indiv idus ls for wiring, appliances and plum bin; gy, and for financ- 
ing rural telephone lines and providing technical assistance in con 
nection with rural telephone installation. 

Veterans’ idicdinislentiae: Guarantees loans for purchase or con- 
struction of homes, farms, and business property. 

That is quite a large field in which we would still be operating ever 
though the bill is enacted and the RFC is liquidated. 

Mr. Chairman, 1 want to make a brief statement as to the details 
of the bill, because 1 know vou are interested in that. This bill has 
been very difficult to prepare, and it has been given a great deal 
attention by the drafting counsel. 

The functions and programs of the RFC which are presently autho 
ized by existing law, and by Executive and administrative orders ma) 
be roughly rrouped in four broad eategories, as follows: 





eo 
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First, the old line lending programs which are currently active, such 
as loans to business enterprises, and loans to meet the emergencies Ln 


the event they oecur. 
Second, the old line lending program which are inactive, such as 


loans to financial institutions, including banks and insurance com- 
panies, loans to States, municipalities, and so forth. 

~ Purchase of securities and obligations for the same purpose, loans 
to drainage, levee and irrigation districts, loans for marketing agri- 
cultural commodities, loans to foreign rovernments, loans to mortvace 
companies and guaranteed veterans’ mortgages and insuring FHA 
mortgages and liquidation of World War II activities, including affairs 
of the Defense Homes C orporation. 

Third, the servicing of the new defense-production loans and 
civilian-defense loans as an agent for other Federal agencies which 
have primary responsibility. 

Mr. Chairman, I would like to emphasize that the present bill, the 
present revised bill, meets the objection of Mr. Charles E. Wilson. 
He made two objections to the first bill introduced, 1116. Mr. Wilson 
said that the Reconstruction Finance Corporation plavs a significant 
role in the mobilization program by servicing loans approved by the 
Defense Production Administration. 

He was afraid abolition of the Corporation and the necessary shift- 
ing of responsibilities in servicing these loans would entail costly 
delays to defense-production programs at this time; and he urged, 
therefore, that any deficiencies in the operation of the Reconstruction 
Finance ¢ ‘orporation be me ‘t by reorganizing it rather than by abolish- 


ing it. These activities are principally merely the paving of the bill, 
so to speak. and servicing the loans. The R If ; has ho re sponsibilits 
for De fe ‘nse Act loans. The armed services and other organizations 
have primary responsibilitv. REC merely acts as an agent. 


The revised bill provides for the transfer of this function to th 
Secretary of the Treasurv or other agencies the President might 
designate; and then, in order to prevent a lapse, 120 days would be 
provided under the bill, should it pass, during which the REC may 
continue to perform functions delecated to it under the Defense 
Production Act. In the event the Seer tary of the Treasury should 


certify that he has an organization available to take over the servic 
in less than 120 days, the transfer would be made in less time 
Then the second objection of Mr. Wilson was the tr: pod of some 
functions from the Corporation to the Office of Defense Mobilization 
He said in his opinion this would be unfortunate, because the Offices 
of Defense Mobilization has ea very small staff and operates as ¢ 
poliev-making organization. The first bill provided that certain 
operational activities related to rubber, ete., be transferred to the 
Office of the Defense Mobilizer. But the revised bill provides that 
those activities be transferred to the Secretary of Commerce 
Senator Bricker. That would be merely an administrative duty 
anvwav? 
senator sYRD. Yes: but, except the Crone ral plan Ol the lissolution 
of the REC. it meets the two objections that Mi Wilson made to it 
Senator Bricker. All questions of poliev and loans of that kind 
are determined by the Defense Administration? 
Senator Byrp. That is right. 
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Senator DouGias. May I ask a question, Senator Byrd? 

Senator Byrp. Certainly. 

Senator Doucuias. Am | correct in inferring that you are proposing 
that defense loans be continued by the Government, but that they be 
administered by the Secretary of the Treasury rather than by the 
Reconstruction Finance Corporation? 

Senator Byrp. Yes. I do not think that defense loans can be 
stopped under the present emergency. I have never advocated that. 
There is $700 million available for that purpose now. 

Senator DovuGias. Do you think the Secretary of the Treasury 
could do a better job on this than if the Reconstruction Ficance 
Corporation is reorganized? 

Senator Byrp. | am in favor of abolishing the Reconstruction 
Finance Corporation, but some other agency has got to be created 
to handle that part of the work which I regard as essential. I feel 
that the Secretary of the Treasury has the facilities to do it. He is 
simply a paymaster and servicing agent; that is all he is with respect 
to these defense loans. He has no discretion as to whether they shall 
be made or not made, or as to the amounts or the terms. All he does 
is pay out the money. The Secretary of the Treasury does that for 
other agencies of the Government and there is no reason why he 
should not do it in this instance and not have to establish another 
group of employees to do it. You must remember that there are 
3,000 employees in the RFC, and the annual cost of it is approxi- 
mately $20 million 

I have given to the committee the statement of the activities of 
the RFC as I have been told by a very careful analysis made by 
experts. 

The sponsors of this bill take the position that the current old-line 
lending activities of the RFC, both active and inactive, under present 
conditions and their requirements in the foreseeable future, are non- 
essential, inflationary, and constitute a temptation for abuse. Under 
provisions of the bill these activities and programs will be discontinued, 
so far as any new loans are concerned, immediately upon enactment, 
and the Secretary of the ‘Treasury is designated to proceed with the 
orderly liquidation, honoring all terms and agreements made in 
connection with all approved loans. I want to emphasize this, 
because I would do nothing whatever as a Senator to interfere with 
What I regard as an essential part of our defense program. 

Let me repeat that the primary responsibility for defense-production 
loans under the Defense Production Act of 1950 lies in the component 
departments of the National Military Establishment and the Com- 
merce Department, and such other agencies engaged in procurement 
for the national defense as the President may designate. 

The RFC has been utilized largely for the servicing, Just the paving 
out, of defense-production loans, under direction set forth in Executive 
Order 10161. This Executive order could be changed under the 
provisions of the Defense Production Act. In other words, the 
President has the power now to transfer this activity to some other 
agency; but, to be doubly certain about it, the bill provides precaution 
against any delay, interruption, or interference for the Deféhse 
Production Act loans which have been assigned to the RFC. The 
pending bill provides the RFC may remain active with respect to 
Defense Production Act loans for as long as 120 days after enactment, 
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or until the Secretary of the Treasury, or any other agency designated 
by the President, indicates ability to take over action on these loans 
without delay. If the President does not want the Secretary of the 
Treasury to do it, he can designate another agency, but there is 120 
days. 

The Civilian Defense Act provides for loans to the RFC. To dat 
no Joans have been made under this authority. Therefore, this bill 
would cause little or no delay, interruption, or interference in connec- 
tion with the civilian-defense loans, but the same 20-day provision 
under the terms of the bill would apply to RFC lending activities 1 
relation to civilian-defense loans aiasanen edlgpenca: ere the 
date of the enactment. 

The aluminum-plant transfer: An administration bill, S. 312, is now 
pending before the Senate, to transfer the aluminum and magnesium 
forging plants to the Department of Defense 

Section 6 of fhis RFC bill, S. 1376, that we are considering, con- 
tains language in substantial conformity with the administration bill, 
providing for the transfer of this operation from RFC to the Air 
Force. This language has been worked out with the 
advice of the Bureau of the Budget. 

Tin, rubber, and fiber plants: The RFC at ees S Serre eam 
rubber, and fiber plants. Section 3 of the bill would transfer these 
operations to the Department of Commerce. The provision for the 
transfer to the Commerce Department are modeled after 
section 305 for Senate bill 3936 = the Eighty-first Congress, known 
as the defense-production bill as it was reported from the S 
Committee on Ries ck eracens. 

The burden of criticism or proposal to abolish RFC, as represented 
by the Chairman of the RFC Board, in a letter to the Senate Banking 
and Currency Committee of April 1, and by a letter from the Defe1 
Mobilization Director to the Senate Committee on Expenditures in 
Executive Departments, dated April 4, was that it would interfer 
with the defense-loan program and disrupt the operations of defense 
plants now under the supervision of the RFC 

I submit that nothing like that would occur under this pendin 
bill very possible safeguard has been worked out so that ther 
will be no mterruption and no interference of any kind 


assistance and 


those 1n 


“Tae 


se 


Senate bill 1376 spells out in) Sper ific terms the precautllon 


} 


taken to preclude delay of construction of any of these prog: 


t 


Long-term and disaster loans: Another argument for cont 


tinuance 


REC is that it would provide long-term loans of small busin: 
which have already been turned down by banks and ot] 


iil Lie! private 


SSeS 


lending institutions, and t » provide loans in case of disaster. This 


contention appears a es rete in large degree by figures contained 
in a table submitted to the Senate Committee on Expenditures in 
Executive Departments, March 23, 1951, along with a letter by the 


Chairman of the RFC Board. These figures show that 
of over $100,000 outstanding as of January 31 


business low s 
; this vea totaled more 
than $358 million, as compared with outstanding loans of $100,000 
or less totaling $174 million. In other words, more than twice as 
much was in loans of more than $100,000 than below $100,000 
In 1950, RFC made 4,904 business loans of less than SLOO,000; an 


f these, approximate 3,000 were for less than $25,000. Let me 
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repeat again: In 1950 thev made 4,904 business loans of less than 
$100,000 and 3,000 of less than $25,000. 

Catastrophe loans: Ample funds short of war catastrophes are 
provided through the Farm Home Administration, the community- 
facilities program of the Housing and Home Finance Agency, and the 
President’s emergency fund. 

Questions and answers: | have here, Mr. Chairman, and members of 


1 


the committee, the questions I thought would be asked. I will read 
them. [Reading:] 


Question. What would be the effeet of the bill on old-line loans exclusive of 
Defense Production Act loans made by REC prior to dissolution upon which 
there are still disbursements to be made? In other words, a great many loans 
have been made in which the total disbursements have not vet been reeeived by 
the borrower. 

Answer. Under the terms of the pending bill, it clearly would be the duty of 
the Seeretary of the Treasury as liquidator to provide for disbursements legally 
obligated bv the Corporation prior to enactment of the bill’ some corporations 
that obtain these loans over a period of several vears, for instance. Anv con- 
tract that has been made by the RFC with respect to that will, of course, be 
earried out because it would not be fair or right for the Government to break its 
own contract. 

Question. What will happen with respect to servicing old-line RFC loans? 

Answer. The servicing of loans in existence prior to enactment would become 
the duty of the Secretary of the Treasury as :iquidater. Actually, in most 
instances, servicing provisions are included in loan contracts and therefore con- 
stitute legal obligation on the part of both parties to the loan. It is my under- 
standing that they make a contract for 5 or 10 vears and the repayment of the 
loans are evidenced by notes that fall due within that period, but the contract 


itself prevails as to when the loan is to be paid. The agent through which the 
servicing would be performed would be determined administratively by the 
Secretary of the Treasury as the liquidator. This would be neither a new nor an 


insurmountable task for the Secretary of the Treasury, who previously has used 
the Bureau of Accounts to liquidate the residual affairs of war agencies. The 
Secretary of the Treasury has done that in the past. Whereas FRC now has 35 
regional offices, the Bureau of Accounts has 26 similar offices throughout the 
United States and Territories 

Question. What would be the effect upon participation agreements with banks 
where, prior to dissolution of RFC, the entire amount of the loan has not been dis- 
bursed or the bank has not exercised its option to have the RFC participate in the 
loan? 

Answer. The answer to this question is identical to the answer to question 
No. 1 \greements entered into prior to dissolution would constitute legal obli- 
gations which must be met in all respects. 

Question. How would this bill affect renewals of loans originally made prior to 
enactment? 

(Answer. The Secretary of the Treasury, to achieve orderly liquidation, may 
allow any obligor to make interim payments on revised schedules, but he is 
specifically denied the power to extend the maturity date of the contract. 

Question. What would happen to the defense-production loan program author- 
ized bv section 302 of the Defense Production Act of 1950? 

I have already explained that, but I will repeat it again 

Answer. The pending bill provides for uninterrupted continuity of the defense 
production loan program. The RFC is currently performing certain functions 
with respect to this program under authority of section 303 of Executive Order 
No. 10161, in which the President vested in the RFC functions conferred upon him 
bv section 302 of the Defense Production Act 

Question. What would happen to the defense civil loan program authorized by 
section 409 of the Federal Civil Defense Act of 1950? 

Answer. The pending bill would permit the RFC to continue to administer the 
loans of this program for as long as 120 days after enactment. Thereafter, there- 
upon, or before if it is indicated that disruption is precluded the program would 
pass over to the Secretary of the Treasury who would administer it in accordance 
with the Civil Defense Act 

Question. What disposition would be made of the defense plant operations now 
conducted by the RFC? 
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Answer. Under terms of the bill the aluminum plant would be transferred to 
the Air Force in accordance with administration recommendations, and the tin, 
rubber, and fiber plants would be transferred to the Department of Commerce 
under provisions similar to those recommended by the Senate Banking and Cur- 
rency Committee during the Eighty-first Congress. 

Question. Are these funds available to the President for other Government 
agencies to make disaster loans such as the RFC makes? 

Answer. There is an emergency fund of $1 million available to the President 
for use in emergencies affecting the national interest or security, without regard 
to provisions of law, regulating expenditure of Government funds and to supple- 
ment efforts of State and local governments, or other agencies alleviating hard- 
ship or suffering caused by flood, fire, disaster, earthquake, or other catastrophes. 
This Presidential fund is to be succeeded by the provisions of the act of September 
30, 1950, authorizing Federal assistance for State and local governments. The 
Secretary of Agriculture, through the Farm Home Administration, could make 
emergency loans for damage to agricultural products. 

In addition the Federal Government, through the Federal Housing Adminis- 
tration, assures banks and other private institutions and loan agencies against 
certain loans and certain advances for repairing and replacing structures damaged 
as a result of catastrophes. 

Senator ScHoOEPPEL. Particularly with reference to the transfer of 
aluminum plants to the Air Force, in the judgment of the Senator 
from Virginia, would that necessitate setting up within that Depart- 
ment an entire new agency to handle that? 

Senator Byrp. The plant would simply be transferred. 

Senator SCHOEPPEL. The entire agency would be transferred? 

Senator CAPEHART. It is a separate corporation. 

Senator Byrp. It is now operating that way. The administration 
has recommended that be transferred to the Air Force. 

Senator CapeHArtT. During World War II that corporation had its 
own administration. The RFC during World War II administered 
11 separate corporations who had their own respective boards of 
directors and their own chairmen. 

Senator Byrp (reading): 

Question. What happens to personnel of RFC (a) engaged in lending activities, 
and (b) engaged in rubber, tin, abaca fiber, and aluminum operations? 

Answer. Most employees engaged in the lending activities are covered under 
civil service and therefore would be entitled to reemployment rights granted 
employees with civil-service status. I imagine that a good many, of course, 
would lose their positions. Such matters as retention of key personnel, etc., 
for work in connection with the liquidation would be a matter within the adminis- 
trative decision of the Secretary of the Treasury as liquidator. The Secret: 
the Treasury, of course, would need a force to liquidate, and I imagine in some 
instances he would use his own discretion as to whether he would use any of this 
personnel. But I am not here to say that a majority of the 3,000 employees 
would find any other position in the Treasury. I submit as, the committee 
knows, that we are already adding entirely too many Federal emplovees, adding 
2,200 a day now, every single day we are adding 2,200 new Federal emplovees, 
so I do not hold out any hope on that. But it is possible if they wanted to get 
skilled and expert employees - 

Senator CaprenartT. That means we are adding about $10 to $12 
million a day to our payroll? 

Senator Byrp. Two thousand, two hundred a day; and last month 
they added 60,000 civilian employees to the Federal Government and 
the draft quota was 80,000. 

The Cuarrman. The national defense agencies themselves are 
among the big emplovers. 

Senator Capenart. We have more Federal employees today than 
we did during World War II. 


Senator Byrp. No; we have about 2,300,000 now. 
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Senator Capenart. What did we have in World War II? 

Senator Byrp. We had 3,600,000, but, of course, a great many of 
these were working in war factories. 

Senator Capenarr. You talk about Federal employees. Does that 
include the men working, for example, in the navy yards? 

Senator Byrp. Yes; it includes all of those. Of course, there are 
35,000 in the Pentagon. 

Senator Bricker. Those are mostly military personnel. 

Senator Byrp. Civilians; 35,000 civilians. 

Senator CapEHART. How many military workers? 

Senator Byrp. About 5,000 or 6,000. Of course 

Senator Capenart. That is one-sixth of the total number of the 
forces that we have in Korea. 

Senator Byrpo. That is what Mr. McNeil of the committee said. 

Senator DouG.as. It is equivalent to more than two Army divi- 
sions. 

Senator Byrp. I want to take this occasion to say that I think the 
armed services are by far the greatest squanderers of manpower of all 
the departments in the Government. 

Senator Bricker. And money. 

Senator Byrp. The agency that should conserve manpower; and 
they know the only way we can win a war is to conserve manpower. 

Senator DouG.tas. Is there any way of dealing with that problem? 

Senator Byrp. We have tried repeatedly to do it, Senator, but they 
get lump-sum appropriations, and it is practically impossible. I have 
asked Mrs. Anna Rosenberg to come down to see me, and she is coming 
this week. She is in charge of manpower, and I hope the Congress 
could direct somebody to stop this thing of adding nearly 2,000 a day. 
That is what is happening in the armed services. Of course, I do not 
mean that all are clerical workers. They are adding some in the navy 
yards, and others. 

The CHArrRMAN. I presume the reason why they do not draft more 
men into the services and not build up the Army fast enough is be- 
cause of the lack of material for those men to have when they are 
drafted. 

Senator Byrp. Until the war began we had one civilian for every 
two in uniform, and we have nearly that many now. I am not in- 
cluding military personnel that does the routine work or clerical work. 
There are a lot of those. In addition to that, there are a lot of 
Waves and Wacs. 1am speaking about the pure civilians. 

Senator CAPEHART. One civilian for every two men in the armed 
services? 

Senator Byrp. At least that was the ratio until recently. It 1s 
about 24; now. We have something over 1 million civilian employees. 

The CHarrMan. In addition to that vou have all the maritime 
employees that are working for the armed services on the ships, and 
everything else, to add to the armed services. 

Senator Byrp. Then the next question: 

What would be the effect of enactment of this bill upon court proceedings with 
the RFC as a party? 

Answer. The bill clearly provides that suits, actions, or other proceedings law- 
fully commenced by or against the Corporation prior to the expiration of its 
succession shall not abate upon the expiration of its succession. 


Question. Could any other Government agencies make or authorize the making 
of loans similar to the old-line loans now made by RFC? 
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Answer. There are a number of other Federal departments and agencies which 
can make loans similar to those now being made by RFC, although none of them 
has quite as broad authorization which RFC has with respect to whom loans may 
be made. Among these departments and agence ies are the Federal Reserve banks 
agencies of the Military Establishment, Farmers’ Home Administration, Commod- 
ity Credit Corporation, REA, Public Housing Administration, and numerous 
mixed ownership corporations such as Federal land banks, intermediate credit 
banks, Production Credit Corporation and associations, banks for cooperatives 
FDIC, and so forth. 

Question. What happens to proceeds from the RFC liquidation? 

Answer. The pending bill permits the Secretary of the Treasury to use the 
proceeds of liquidation to meet administrative expenses, but congre ‘ssional super- 
vision of amounts to be allowed will be continued and provisions of the Corpora- 
tion Control Act would continue to be applicable. It provides that the proceeds 
shall be applied to the public debt There is provision also for reports to Congress 
as to the progress of liquidation. 


Mr. Chairman, I do not want to take up more of your time and 
I will conclude in just a moment. 

I think it is obvious from this analysis that Senate bill 1376 has 
been thought out in minute detail and drafted with extreme care 
The drafting has been done by the Senate legislative drafting counsel 
and represents the combined judgment of practically all the lawyers 
of counsel’s very efficient staff. In addition, they have chee = out 
many of the details with the Bureau of the Budget, the General 
Accounting Office, and the RFC itself. Every effort has been made 
to protect and preserve the defense-related functions now performed 
by the RFC and continue them without interruption and interference 
or delay. 

By the same token, every effort has been made to discontinue the 
old-line functions of RFC. That is what this bill is intended to do. 

I think I have brought out the fact that these loans are about 869 
million existing. In the fiscal year 1952 the budget estimated that 
they will increase to 941 million. In other words, there is no effort 
to reduce the activities of the RFC. The budget itself figures that 
the total loans made at the end of 1952 will be greater than they were 
in the past vear. The administrative expenses are around $20 million, 
and, as I have said, they have approximately 3,000 emplovees. 

In conclusion, Senate bill 1376 protects and preserves all require- 
ments for defense production credit which have been created by 
Congress to this date. 

Virtually every other aspect of the activities and programs of the 
RFC for emergency purposes are duplicated in other Federal credit 
facilities. I have no doubt that if and when ordinary business loans 
are required by an emergency the situation will be quickly adjusted 
to fulfill the requirement. 

I thank you very much, Mr. Chairman. 

Senator Capenart. You do not have any provision in this bill, and 
I presume you do not intend to put any provision in this bill, to permit 
the Federal Reserve banks to guarantee loans up to $100,000? 

Senator Byrp. There is no attempt to change any existing law. I 
can see personally no objection to that. 

Senator Caprnartr. Would you be in favor of that? Would you be 
inclined to feel it ial be a good thing or a bad thing? 

Senator Byrp. The present authority permits them directly or 
indirectly to loan to business for periods up to 5 years of working 

capital, and for not exceeding 90 days on promissory notes secured by 
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direct obligations by the United States, and in unusual or exigent 
circumstances, by discounting notes, drafts, and bills to individuals, 
partnerships, or corporations. 

Senator Capenart. President Hoover recommended this morning 
that the Federal Reserve bank might be permitted to guarantee loans 
up to $100,000 with private banks. 

Senator Byrp. It is limited to 5 vears, but it does not seem to be 
limited by amount, at present. 

The CHarrMan. That is section 13 (b) of the Federal Reserve Act. 

Senator Byrp. I do not think, Senator Capehart, that it is limited 
in amount now. 

Senator CapEnart. I was just asking your opinion of President 
Hoover’s recommendation, that the Federal Reserve Bank be per- 
mitted to guarantee up to $100,000 loans made by private banks in 
the nature of capital loans. 

Senator Byrp. I did not understand your question to start with, but 
IT am a little doubtful that there should be a guarantee of 100 percent. 

Senator Capenarr. Not RFC, but the Federal Reserve. 

Senator Byrp. Yes. 

Senator Caprnart. I rather lifted my eyebrows, too, when he 
talked about 100 percent guarantee. 

Senator Byrp. I do not think I would favor that. 

Senator Capenart. Would you be opposed to the Federal Reserve 
Bank guarantee loans up to $100,000 or not more than $100,000 by 
private lending agencies, provided the lending agencies themselves 
accepted 25 percent? 

Senator Byrp. I think there is a safeguard in a participation of 50 
percent, 

Senator Capenartr. There might be some instances where it might 
vo to 90. I doubt if I would ever vote for 100 percent. 

Senator Byrp. I think the guarantee on the part of the Federal 
Reserve should be 75 percent. If a bank takes 25 percent they can 
see that that loan is a fairly safe loan. 

Senator Capenartr. The $100,000 provision would certainly help a 
lot of small businesses in sections of the Nation where banks were 
unable to service them, because of the law prohibiting them from 
loaning X amount of their capital and surplus to any individual 
borrower. 

Senator Byrp. My feeling is I would be willing to go pretty far on 
it where the bank has a participation in the amount of 25 percent. 

Senator CapEHART. You want to get away from any governmental 
agency making direct loans, and so do I. 

Senator Byrp. I think it would inevitably lead to the exact situa- 
tion that we have here today that has shocked the country, and what 
is more, has destroyed the confidence of the people in our Government, 
more so than anything that I know has happened to date. We have 
to preserve confidence in the United States Government as we are 
going through a terrible crisis and a great ordeal. If the people back 
home do not have confidence in the Government at Washington they 
will not be willing to back this Government. I think that is a great 
factor in this situation. The RFC has no standards, and they can 
make any loans they please in any way they please. 

Senator Frear. Perhaps vou have already noted this, but section 
13 (b) of the Federal Reserve Act has no dollar ceiling, but the limit 


is for 5 vears. 
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Senator Byrp. It is limited to 5 years. They can make loans for 
working capital. 

Senator Frear. Only for industrial purposes. 

Senator Capenart. Does anyone know how many loans they have 
made under that clause? I would like to suggest to the chairman 
that he secure a report, up to the minute, on just how many loans 
they have made under that 13 (b), and the amounts. Will some 
member of the staff get that for us. I understand there have been 
very few made. 

(The information referred to will be found on p. 250. 

The CuarrmMan. Any further questions of Senator Byrd? 

Senator Douglas. 

Senator DouG.ias. Senator Byrd, did I understand vou to say in 
connection with defense loans that the work of the RFC was more or 
less purely automatic, that a preliminary investigation was made by 
the defense agency, and they merely paid the money out’ 

Senator Byrp. Certification was made by the agency. 

Senator Doveias. Who checks up on the collateral which was put 
out? 

Senator Byrp. Certification is the responsibilitv of the defense 
agency. This is mainly for putting up new plants. I think the 
certifications that have been given so far amounted to around 
$300,000,000. We have a list of them here. We have it partially, 
but they said it was restricted information. . 

Senator DouaG.tas. 1 do not care for a list. 

Senator Byrp. Well, 1] am sure that I am correct in this, that what 
RFC does in every agreement made by the defense agencies is to pay 
the money out, and perform other services in response to executive 
direction. 

Senator DouGetas. It does not check up on the collateral that is 
offered? 

Senator Byrp. I would like Mr. Sims to answer that question. | 
do not think the Defense Production Act gives the RFC that re- 
sponsibility. 

Senator Doucias. We have a representative of the RFC present 
I wonder if we could get this as an established fact in the record. 1] 
wonder if I could ask Mr. Dougherty about that. 

Mr. DouGcuerty. 1 do not think the Senator’s information is cor- 
rect, I mean your information, Senator Byrd. 

The RFC does make a credit investigation of these loans at the 
instance of the certifying agency. It makes a cre ” investigation and 
if the loan is one that the RFC can make under 4 (a) of its own act, 
it will make the loan as a business loan. If it isa oo the RFC cannot 
make because it does not comply with the law securitywise, or in 
some Other way, it sends a communication back to the defense agency 
saving that we cannot make this loan under the authority of the 
RFC Act, but if you, who have charge of the designation of loans, 
believe that it is a loan that must be made in aid of the national! 
defense, then we suggest to you that it be made upon these conditions, 
naming the credit conditions suggested. 

Senator Capenartr. Under the 1950 Defense Production Act? 

Mr. DouGcuertry. That is correct. 

Senator Dovuatas. In other words, defense loans are first handled 
as a regular loan. If they cannot qualify as a regular loan they are 
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made as a defense loan, but you fix the terms, that is, the length of 
time for payment, collateral, and so forth? 

Mr. Doveuerry. That is correct. 

Senator CAPEHART. May I ask this question: Why do you put any 
of those loans under 4 (a) when the 1950 Defense Production Act 
stipulates that you shall make those kind of loans, and I think we 
even wrote in a $600 million limit, did we not? So are you not simply 
getting around the $600 million limit by doing that? 

Mr. Douauerry. If it is a loan to a business enterprise it must be 
made within the authority of the RFC and it makes it out of its own 
funds. Part of the reason might be, Senator 

Senator Capenart. But my point is if the Defense Establishment 
asks you to make a loan, as you said they do, that it must fall under 
the 1950 Defense Production Act. It cannot fall under any other 
jurisdiction, and if they ask you to make these loans why do you make 
them under 4 (a) of the RFC Act? Why do you not make them 
under the 1950 Defense Production Act which limits you to $600 
million for any and all such loans? 

Mr. Doveuerry. Well, I think probably one of the reasons may 
be what you stated, and that is that the $600 million is for loans that 
must be made pursuant to the certificate. 

Senator CapEHART. It seems to me—and I will not use the term 
that you are violating the law—but it seems to me you are circum- 
venting the law. : 

Senator Bricker. Does not that $600 million cover stockpiling 
also? 

The CuarrMan. They took $400 million to use for the stockpile. 
I think it was $400 million for tin, rubber, and what have you. Am 
1 wrong? 

Mr. Dovcuerry. I cannot give you the figures, Senator. I do 
not know. 

The CuHatrMan. The defense agency made you do that. I under 
stand that you only loaned $58 million of the $600 million. Most of 
it went, as It was testified to, the stockpiling of rubber, tin, and what 
have you. That is what you did, and as I understand it, they told 
- to do that. I know the money is gone;I know you do not have 

- | know you only loaned $58 million ‘and the rest, I am told, went 
“ stockpiling. And they are asking for a billion more, according to 
the new bill that was introduced here last week. 

Mr. Doveuerry. I think it might clarify this if I would go back 
to the form of application that is filed. It is one that is addressed 
both to the RFC and the defense agency, and if it is a loan that can 
be made—the reason I am not conversant with that—but if the de- 
fense agency thinks it is a loan that we can make they usually ask us 
to make the loan under our own steam and out of our own funds. 

Senator Bricker. But they are not limited in those loans by the 
$200 million left under the old authorization. 

Mr. DovGuerty. You refer to that left of the $600 million, Senator? 

Senator Bricker. Yes. 

Mr. Doveuerry. I cannot answer that, I don’t know. 

Senator Bricker. In other words, the loans that you make under 
your normal operations, under 4 (a), do not deplete the remaining 
authorization of the Defense Production Authority? 

Mr. DouGcuerty. They do not. 
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The CuatrMan. That is gone. I was told the entire $600 million 
is gone, because under the new bill that you gentlemen saw that was 
introduced here on Tuesday, I think or some time last week, it called 
for a billion dollars. 

Senator Capenart. That $600 million is not only all gone, but 
most of the loans you have been making you have been making under 
4 (a) of the RFC Aci. 

Mr. DouGcuerty. A number of them have been made under 4 (a 

Senator CapeHart. Therefore, we have not the slightest idea, even 
though we tried to limit this to $600 million, as to how much money 
has been loaned on the direct recommendation of the armed services. 

Senator Byrp. May I ask a question, Mr. Chairman? 

The CHarrMan. Certainly. 

Senator Byrp. Is not this true, Mr. Dougherty, that the only 
authority RFC has with respect to these defense loans is what the 
President chooses to give to them? 

Mr. Dovauerty. That is right, under section 161. 

Senator Byrp. So what I said at the beginning, | think, is correct. 
The President has the right under his Executive order, an excerpt 
from which I would like to place in the record. It makes it clear 
that the Department of the Army, the Department of the Navy, the 
Department of the Air Force, the Department of Commerce, the De- 
partment of the Interior, the Department of Agriculture, and so forth, 
makes these certifications and the RFC is forced to pay them out of 
this fund. 

Mr. Doveuerrty. That is correct. 

(The excerpt from the Executive order referred to follows: 


Parr ITI—Expansion oF PropuctivE Capacity AND SUPPLY 


Sec. 301. The Department of the Army, the Department of the Navy, the 
Department of the Air Force, the Department of Commerce, the Department of 
the Interior,’the Department of Agriculture. and the General Services Administra- 
tion, in this Part referred to as guaranteeing agencies, and each delegate under 
section 101 of this Executive order shall develop and promote measures for the 
expansion of productive capacity and of production and supply of materials and 
facilities necessary for the national defense. 

Sec. 302. (a) Each guaranteeing agency is hereby authorized, in accordance 
with section 301 of the Defense Production Act of 1950, subject to the provisions 
of this section, in order to expedite production and deliveries or services under 
Government contracts, and without regard to provisions of law relating to the 
making, performance, amendment, or modification of contracts, to guarantee in 
whole or in part any public or private financing institution (including any Federal 
Reserve Bank), by commitment to purchase, agreement to share losses, or other- 
wise, against loss of principal or interest on anv loan, discount, or advance, or 
on any commitment in connection therewith, which may be made by such financing 
institution for the purpose of financing any contractor, subcontractor, or other 
person in connection with the performance, or in connection with or in contempla- 
tion of the termination, of any contract or other operation deemed by the guaran- 
teeing agency to be necessary to expedite production and deliveries or services 
under Government contracts for the procurement of materials or the performance 
of services for the national defense. 

(b) Each Federal Reserve Bank is hereby designated and authorized to act, 
on behalf of any guaranteeing agency, as fiscal agent of the United States in the 
making of such contracts of guarantee and in otherwise carrving out the purposes 
of the said section 301, in respect of private financing institutions 

(ec) All actions and operations of Federal Reserve Banks, under authority of or 
pursuant to the said section 301 of the Defense Production Act of 1950, shall be 
subject to the supervision of the Board of Governors of the Federal Reserve 

id 


System. Said Board is hereby authorized, after consultation with the heads of the 
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guaranteeing agencies, (1) to prescribe such regulations governing the actions and 
operations of fiscal agents hereunder as it may deem necessary, (2) to prescribe, 
either specifically or by maximum limits or otherwise, rates of interest, guarantee 
and commitment fees, and other charges which may be made in connection with 
loans, discounts, advances, or commitments guaranteed by the 


: guaranteeing 
agencies through such fiscal agents, and (3) 


to prescribe regulations governing the 
forms and procedures (which shall be uniform to the extent practicable) to be 
utilized in connection with such guarantees. 

Sec. 303. Within such amounts of funds as the President shall have made 
available, and upon the certificate by the Secretary of the Interior in respect of 
metals and minerals (exepet as to paragraph (c) of this section), or by the Secre- 
tary of Agriculture in respect of lumber, or by the appropriate delegate referred to 
in section 101 of this Executive order in respect of other materials and facilities, o1 
by such other officer or officers of the Government as the President may designate, 
as to the necessity for loans, purchases, or commitments, as the case may be: 

a) The Reconstruction Finance Corporation is hereby authorized and directed 
to make loans (including participations in, or guarantees of, loans) to private 
business enterprises (including research corporations not organized for profit 
for the expansion of capacity, the development of technological processes, and the 
production of essential materials, including the exploration, development, and 
mining of strategic and critical metals and minerals, as authorized by and subject 
to section 302 of the Defense Production Act of 1950. 

b) The Administrator of General Services is hereby authorized and directed 
to purchase and make commitments to purchase metals, minerals, and other 
raw materials, including liquid fuels, for Government use or resale, as authorized 
by and subject to section 303 of the said Act: Provided, That the Secretary of 
Agriculture is also authorized to exercise the functions under section 303 with 
respect to agricultural commodities. 

c) The Secretary of the Interior is hereby authorized and directed to encour- 
age the exploration, development, and mining of critical and strategic minerals 
and metals, as authorized by and subject to the provisions of the said section 303. 

Sec. 304. The funetions conferred upon the President by section 303 (d) of 
the Defense Production Act of 1950 with respect to the installation of additional 
equipment, facilities, processes, or improvements to plants, factories, and other 
industrial facilities owned by the United States Government, and with respect 
to the installation of Government-owned equipment in plants, factories, and 
other industrial facilities owned by private persons, are hereby delegated to the 
Administrator of General Services. 


Senator Byrp. What discretion do you have? You said vou had 
discretion to find out whether it was a good loan or not. 

Mr. Doucurerty. Well, we are asked by the DPA to make the 
Investigation. 

Senator Byrn. Just to give your opinion, that is all you are asked 
todo. You could not reject the loan. 

Mr. Doucurerty. No, we make the suggestion and then, Senator, 
we suggest to them that if the loan must be made, in the opinion of 
the defense agency certifving it, that we make the following sugges- 
tions, and those set out the credit im positions that should be 


Senator Byrp. But they do not have to carry out those suggestions, 
do they? 


Mr. Dovcuerty. No. 

Senator Byrp. So what I said was substantially correct, was it not, 
that the certifying agencies have the right to make the loan and you 
are compelled to pay the money? 

Mr. Doveuerry. That is correct. 

Senator Bricker. In other words, they can make the loans them- 
selves without referring to the RFC at all. 

Senator Byrp. Yes. 

Senator Frear. What is the advantage, may I ask, of referring 
it to the RFC if the loan has to be made out of that $600 million? 
What good is the 4 (a) loan unless it is to increase the total of $600 
million through an indirect means? 
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Mr. Dovauerrty. It would have that effect. 

The CuarrMan. That is one thing this committee ought to be very 
particular about when it deals with the reestablishment of the Defense 
Plant Corporation. I think all this committee agrees that we may have 
tohavesome Defense Plant Corporation, as testified to and in answer to 
Senator Bricker’s question of Mr. Wilson. But I do think it was 
never the intention of this committee to appropriate $600 million for 
stockpiling and was merely used as a supplement to the amount 
appropriated by the Appropriations Committee for that purpose. 
Now they come in asking for a billion dollars for stockpiling, and we 
want to make certain they do not use this billion for that purpose. 

Senator Frear. May I ask Senator Byrd one more question? 

The CHARMAN. Surely. 

Senator Frear. You are recommending the abolition of RFC as a 
direct lending agency. You mentioned in your statement, I believe, 
15 or 16 other direct lending agencies. What would be 
on the continued existence of those agencies? 

Senator Byrp. Well, Senator, we would have to «ce 
of them on an individual basis. Some of them have 
for along time. Take the farm banks, and so forth 

Senator Frear. As a whole, are you opposed to direct lending and 
we should end them out as fast as we can get to it? This seems to be 
an appropriate point at the moment. Do vou feel we should continue 
down the line and cut out these direct lending agencies? 

Senator Byrp. I think this would be a very fine beginning, to start 
with the RFC and then such other agencies that abuse their powers 

Senator Frear. You mentioned the Federal Land Bank. The 
Federal Land Bank is owned entirely by farmers 

Senator Byrp. Some of them are and some are not 

Let me sav further that there is Federal court 


yvour comment 


al with each one 


been in existence 


authority now for 


nearly $50 billion, and they are asking for $13 billion, in new com- 
mitments. 

| think this is a cood beginning | think the kexport-In port Bar | 
' 1 } - e 4] 
has been handled verv well, and I do not see any criticism of that 
ATEN 


Senator Caprenarr. | think there was an article 


n which was said, in substance, that w 


ere 


written not tong ago 
e ought to declare a nationa 
holiday in case a governmental ageneyv is ever discontinued 


Senator Dor GLAS. If 11 be true that the RE¢ 


aoes conaduct some 
work of investigation in connection with these loans and in con 


Li08n with the terms of the loans. is it not true that this work Wo i 


| 
il 
} 


have to be done, even though the RE were discontinued? Would 
you not sav that under the abolition of the REC there would not be 
real savings, but transfers of expense to the Treasury or to the Defense 
Department, or both? 

Senator Byrp. | would sav, Senator, that isa very small part of the 
RFC. There are not a verv great many of these loans. | think it 
vould be just as well if the Treasury would not have separa ti 
organization, as a matter of facet. Regardless of what this gentleman 
saVs, they have to make the loans is the are certified by hese 
defense agenci S. 

Senator Douctias. Of course, the terms of the loans 1 h \ 


Senator Byrp. But the REC has no authority over that All] 


ean do Is make a recommendation, or s« mething 
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Senator Bricker. These loans are dependent upon Government 
contract for war materials, anyway, are they not? 

The CuatrmMan. And amortizations and certificates of necessity, 
which are more important than the loans. 

Senator Bricker. There is a pretty thorough investigation of 
security before it ever comes to the RFC or any other agency author- 
ized to make direct loans. 

Senator Dovcuas. I would like to raise this question in connection 
with the guaranteeing of loans privately made. Of course, that is done 
in the case of FHA, but may not this be even more inflationary in its 
possibilities: If private banks can make loans and have a major por- 
tion of them guaranteed by the Government, is not that an induce- 
ment for them to make the loans and therefore will it not affect the 
inflationary cvele just as a direct loan? 

Senator Byrp. I think there is a good deal in what the Senator says. 
Personally, I would like to see participation on the basis of 50 percent. 
I think that would not be inflationary. I do not think any bank wants 
to lose 50 percent of its loan. 

Senator Doueias. You would like to see private lending institutions 
put up 50 percent and the FHA put up 50 percent? 

Senator Byrp. That would be entirely satisfactory to me. 

Senator Douetas. I would tend to favor that myself. but I can 
picture the anguished cries that would go up from the building and 
loan institutions. 

Senator Byrp. There is nothing more inflationary than that very 
matter that vou just mentioned. 

Senator Bennerr. Will the Senator yield? 

Senator DouG.ias. Certainly. 

Senator Bennett. I am interested in President Hoover’s suggestion 
that the device of an overriding interest rate might operate very 
successfully. Thinking of this from the point of view of the borrower, 
he goes in with a doubtful loan and the bank says, ‘“‘No, I cannot make 
it unless the Federal Government will take 50, 60 or 80 percent of it,”’ 
and the Federal Government says, ‘‘We will consider taking 80 percent 
of it, but it will cost vou 2 percent more interest. It will cost you 50 
percent more than vour normal bank interest.”” [ would go out and 
try to correct the things in my loan that made it cost me that extra 
interest. So I think that might be a very restrictive measure. 

Senator Doucias. We have an FHA overriding interest rate, but 
it is only one-half of 1 percent. 

Senator Bennerr. But if this would get up to the point where it 
would approach 50 percent of the basic interest ; 

Senator Doua.as. I think a very interesting field has been opened 
up to the amendment of FHA, that the insurance premium be raised 
not 1 percent but 2 percent. I can get a picture of the anguished cries 
which would go up if that proposal was made, 

The Cuarrman. Any further questions? 

The committee will recess until 10 o’clock tomorrow morning. 

(Whereupon, at 12:20 p. m., a recess was taken until 16 a. m. of the 
following day, Tuesday, ies 1, 1951.) 
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TUESDAY, MAY 1, 1951 


UNITED STATES SENATE, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, PP 

The committee met, pursuant to recess, at 10 a. m., in room 301, 
Senate Office Building, Senator Burnet R. Maybank (chairman 
presiding. 

Present: Senators Maybank, Fulbright, Robertson, Frear, Benton, 
Capehart, Bricker, Schoeppel, Dirksen, and Bennett. 

The CHarrMan. The meeting will come to order. 

The first witness is Mr. Horace C. Avery. 

Would you identify yourself for the record, Mr. Avery, and you 
may continue in your own way. 


STATEMENT OF HORACE C. AVERY, PRESIDENT AND GENERAL 
MANAGER, UNION TERMINAL WAREHOUSE CO. 


Mr. Avery. I am Horace C. Avery of Jacksonville, Fla., president 
and general manager of the Union Terminal Warehouse Co. of Jack- 
sonville, Fla. 

The CHarrMAN. Proceed in your own way, sir. 

Mr. Avery. It has been my pleasure to serve with other Florida 
businessmen on the Advisory Board of the Reconstruction Finance 
Corporation with headquarters in Jacksonville, Fla., for possibly 10 
years or more. During this period | have passed on many applica- 
tions for loans from Florida corporations many of which were given 
approval and others not approved. 

It has been my observation that very few of the loans approved 
by the Florida Advisory Board have failed to be paid out in full or 
in process of payment. On the other hand, | have noted with interest 
that some of the loans that were not approved by the Florida Advisory 
Board but approved in Washington have gone sour causing loss of 
hundreds of thousands of dollars to the taxpayers. 

The CHarrMan. Let me ask you, Mr. Avery, do you have a list 
of those loans? 

Mr. Avery. Yes, I have a list. 

The CuatrmMan. Would you make it part of the record for us? 

Mr. Avery. Yes, sir. 

The CHarrMan. As I understood you to say, there were many 
loans made in Washington that did not have the approval of the 
Advisory Board of Florida, of which you are a member. Did you 
disapprove those loans or do nothing about them? 
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Mr. Avery. The applications come in through, of course, the 
florida office of the Reconstruction Finance Corporation. 
The CHarrMAN. Yes, but I asked you did you disapprove it or 
did you do nothing about the loan? 
Mr. Avery. We refused to approve them. We declined them. 
The CuarrmMan. In other words, you disapproved them? 
Mr. Avery. That is right. 
Senator Capenart. Do you have the list there at the moment? 
Mr. Avery. Yes. 
Senator Caprenart. May I see them, please? 
Mr. Avery. Yes, sir. 
(The list referred to follows:) 
Applicant: Rose-Saxon Lumber Co. (and R. 8. T. Holding Co.) 
Address: Miami, Fla. 


Dat Particulars of action taken Amount 
, 30, 1949 pplication received $170, 000 
’ rh : ’ 
20, 1949 Advisory committee recommended dec 
Jan. 3, 1950 Washington approved 
Mar. 6, 1950 Borrower t juested cancellation 
Status: Withdrawn 


\pplicant: The Maxwell Cha., Ine. 
Address: Miami, Fla 


D Particular action tal Amount 
) ) lication recei $500. 000 
) iV ory co ithe 
) 1050 Washington office apy i 
) Authorization can | Bor 
4 Not disbursed 


\pplicant: Harry and Jennie Simberg (Sorrento Hotel 
Address: Miami Beach, Fla. 
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Applicant: Sax Enterprises, Inc. (Saxony Hotel). 
Address: Miami Beach, Fla. 


Date Particulars of action taken Amount 
February 28, 1949 Application received $2, 500, 000 
March 29, 1949 Advisory committee recommended declin 
April 15, 1949 Applicant requested reduction t 1, 750, 000 
(Further action not required of adv t 
Mav 19, 1949 Washington office approved t 





Status: After several payment 
sum 





Applicant: The Palmetex Corp. 
Address: Pinellas Park, Fla. 


Date Particulars of action tak Amount 
ine 15, 1949 Application received $300, 000 
July 6, 1949 Advisory committee recommended 
October 24, 1949 Washington approved application for 200, 000 
November 7, 1949 Amount increased t ‘i 
Disbursed February 10, 195 $140, 00 


Disbursed July 27, 1950 K) 
Canceled Noven 


statu 


ber 20. 1950 1), OOO 


Senator ScHoepren. Mr. Avery, did you make any written objece 
tions at the time you or vour group disapproved these loans, setting 
out vour reasons? 

Mr. Avery. No. They were discussed in a meeting of the advisory 
board, and we disapproved them at the meeting. 

Senator ScHOEPPEL. Did vou keep a record of the minutes of the 
meeting? 

Mr. Avery. Personally I did not, but the record is no doubt kept in 
the Florida office of the ad VISOry board, in Nir. Fowler’s oft oP the 
manager of REC. 

Senator Benron. What is the process by which the man, having 
been turned down in Jacksonville, then comes up to Washington and 
starts all over again to get the money? 

Mr. Avery. As far as our board is concerned, we do not know 
anvthing about it after we have declined the loan. The manager then 
handles it with Washington. As far as the advisory board is con- 
cerned, why, we do not know anything more about tt 

Senator Benron. Does the manager automatically send these 
rejections up to Washington where they are reviewed again and often 
eranted? 

Mr. Avery. I think so. You see, this advisory board is made up of 
businessmen who volunteer on this board without compensation 
They are nol paid employees of the Government. 

The CHarrMan. You may proceed, Mr. Avery. 

Mr. Avery. For instance, the loan of $400,000 to the Ribbonwriter 
Corp., Dania, Fla., and the Saxony Hotel, Miami Beach, Fla. 1 un- 
derstand the Saxony Hotel loan of $1,500,000 was suddenl paid out 
in full very recently although this was a long term loan, and many 
others. 


85072—51- 11 
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I feel that the taxpayers of the Nation are entitled to know what 
influence was brought to bear on the Reconstruction Finance Corpora- 
tion in Washington to approve loans that were disapproved by the 
regional board. My further observation has been that the Florida 
management of the Reconstruction Finance C orporation is very 
efficient and I have been particularly impressed by the intelligence and 
the efficiency of the examiners of Reconstruction Finance Corporation 
in Florida. ‘Their reports on study and recommendations on applica- 
tions that they have investigated have been most thorough, making it 
very easy for the Florida advisory board to come to a ready conclusion 
as to the advisability of approving or declining the applications. 

I believe the Reconstruction Finance Corporation has been a great 
benefit to small business firms throughout the Nation, particularly in 
the early days when the banking situation was not as sound as It is 
today, and it might be possible in the future for the banks to take care 
of financial requirements of borrowers. 

I am strongly of the opinion that political influence should not be 
permitted in any way to interfere with the judgment of the manage- 
ment of the Reconstruction Finance Corporation in approving or 
disapproving of any loans. 

If the judgment of the management of the Reconstruction Finance 
Corporation is to be influenced by those in higher authority then it 
might be to the best interest of the Nation to abolish the board in the 
interest of the taxpavers. 

The CuarrmMan. Mr. Avery, you say that the RFC has been of great 
benefit to small business. I presume that you have reference to the 
advisory board that you know a good deal about, and that would be 
the board advisory.to the RFC loan agency in Florida. 

Mr. Avery. The*Florida board is the only one 1 know anything 
about. 

The Cuarrman. They did help small business. 

Mr. Avery. Yes. 

The CuarrMan. Do you believe the banks in Florida now would be 
able to take over the situation completely as vou suggest might be 
possible? You do not say it is possible. 

Mr. Avery. | think they are. 

The CHatRMAN. You think so? 

Mr. Avery. Yes, sir. 

The CHarrMan. What about new businesses, in which there is no 
way to judge earnings in the past; do you think the banks would 
he indle them, too? 

Mr. Avery. I do not know whether I quite grasp your question. 

The CHAIRMAN. Suppose a business could not repay a loan for 
several vears; in other words, a loan had to be amortized over a period 
of vears; and suppose it is a small loan. Do you think the banks of 
Florida would make those loans without any record of earnings of the 
business? 

Mr. Avery. I do not think they would do it without a record 
the earnings. 

The CuarrMan. New businesses would not have any record of 
earnings. 

Mr. Avery. I think they would be given on the integrity of the 
borrower. 
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Senator Carpenart. Why should the taxpayers finance a new busi- 
ness? Do you believe that the taxpayers should finance a new 
business? 

Mr. Avery. I do not think the Reconstruction Finance Corpora- 
tion ought to. 1 think that the banks today are better qualified to 
take care of new business. 

Senator CapEHART. You gave us six examples of loans here that 
your advisory committee turned down and the Washington office, or 
the directors of RFC, accepted. Do you feel there was some sort of 
favoritism and influence in each and every one of these cases? 

Mr. Avery. I would think so. I further think that, where a loan 
has been turned down and then the Washington office saw fit to grant 
that loan, the Florida management of RFC should be given some in- 
formation as to why their judgment was overruled. 

Senator Capenart. Do you feel, if RFC is to be continued, that 
there ought to be a limit on the amount of money that it can loan to 
any individual or corporation? 

Mr. Avery. Yes. 

Senator CapEHART. What would you think that amount might be? 

Mr. Avery. I think it ought to be under $100,000. 

Senator CapeHArRT. Under $100,000? 

Mr. Avery. Yes, sir. 

Senator Capenart. What do you think of the idea of permitting 
the Federal Reserve bank to guarantee, say, up to $100,000 more or 
less? I am thinking of the principal now, not the amounts of loans 
made by banks to small-business institutions of the United States, 
that the Government guarantee, let us say, 75, 80, 85, or 90 percent 
of the loan, the bank taking the balance. Would you like that 
system better than the RFC system of helping small business? 

Mr. Avery. I do not believe 1 would care to express an opinion 
on that at this time. 

The CuarrmMan. Any further questions? 

Senator Ropertson. Mr. Chairman, I was chatting with the junior 
Senator from Arkansas and did not fully follow the answer of the 
witness about 100-percent-guaranteed Federal Reserve bank loans. 

Senator CapenartT. I do not think anybody said anything about 
100-percent guaranty. 

Senator Futsrigutr. Mr. Hoover did yesterday. 

Senator CapenartT. No, but not this morning. 

Senator Roperrson. | did not catch the question. What percent- 
age did you mention? 

Senator Capenart. I said, 75, 80 to 85 percent, and he said he did 
not care to comment on it. 

Senator Ropertson. Well, that is the part | wanted to get clear 
because certainly I think if we tried 100-percent bank loans guaranteed 
by the Government it would be worse than RFC. 

Senator CaPpEHART. I agree with the Senator, but no one mentioned 
100-percent guaranty this morning. 

Senator Bennetr. Mr. Avery, how long were you a member of 
the advisory group in Florida? 

Mr. Avery. I think I have been with the group at least 10 years. 

Senator Bennerr. Can you give us any idea of the number of loans 
that were presented to your group that represented new business 
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capital to start businesses that had not previously been in existence? 
Is that a common type of loan? 

Mr. Avery. I could not give you any list of it. 

Senator Bennerr. But did you have many of them? 

Mr. Avery. I do not think they are excessive at all. 

Senator Bennetr. Were half of your loans new businesses? 

Mr. Avery. Probably so. 

Senator BENNETT. Can you give any impression of the propor- 
tion of the loans you approved? In other words, did you approve 
many of the new business loans, or was that a type of loan that you 
generally rejected? 

Mr. Avery. Well, we have it both ways. We have new loans and 
we have turned them down. 

Senator Capenartr. I do not believe Mr. Avery understands the 
question. The question was: A company that had never been in 
business before was borrowing all or the great portion of their capital 
from RFC to start a business that had never been in existence before. 
Did you have many of those kinds of loans? 

Mr. Avery. No, J do not think so. 

Senator Caresartr. Did you have any? 

\Ir. Avery. We may have; ] am not sure. 

Senator CapeHART. But you cannot remember any? 

Mr. Avery. I cannot remember. 

Senator CapenArtT. You were thinking in terms of new loans, 
meaning that vou had loaned the money for the first time. That 
was vour original answer; was it not? 

Mr. Avery. I think so. 

Senator BenNetT. Was the Ribbonwriter Co. an example of a 
new business that came to RFC for basic capital loans? 

Mr. Avery. Yes. 

Senator BENNETT. So vou did have some? 

\Ir. Avery. Yes; we had some. 

The CHatrMan. You turned that down. 

Mr. Avery. We turned that loan down. 

Senator BenNetr. The point I am trying to make: [ bad the 
impression that vou probably turned down most of the loans that 
came to you without previous credit record and expected RFC to 
provide the basic capital, 

Mr. Avery. Yes. I am pretty sure that is true. Unless these 
people had a vood record, we would turn it down. 

Senator BenNeErtT. How could they have had a record of any type 
if they were never in business? 

Mr. Avery. Well, I would say the integrity of the borrower, his 
record of failures or successes in business; he must have some kind 
of record. 

Senator Bennerr. In other words, in that case you would base 
vour judgment on the personal record of the individual, and vou 
think vou made some of those loans, but not very many; is that the 
impression ? 

Mr. Avery. Yes. I would be influenced very much by the integrity 
of the borrower, his past record. 

Senator Bennerr. That is all, Mr. Chairman. 

Senator Futsricur. | have a question, Mr. Chairman. 
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Mr. Avery, why did you turn down the application of the Saxony 
Hotel? 

Mr. Avery. My recollection was we did not think they needed the 
money. 

Senator Futsricut. | was just curious as to why you did. That 
sounds like a good reason. 

What about the Sorrento Hotel? oe did vou turn that down? 

Mr. Avery. As far as | can recall, it may have been for the same 
reason. 

Senator Futsricutr. They were not in as good shape as Mr. Sax was. 
Thev were having considers ible difficulty. Why did you turn down 
the Ribbonwriter Corp.? 

Mr. Avery. Well 

Senator Futsriacur. | understand that you disapproved them all. 

Mr. Avery. Well, I did not think that it was a sound loan. 

Senator Futpricutr. Why not? 

Mr. Avery. I could not see why the promoters of a factory that was 
going into national distribution should pick out a little vegetable town 
in south Florida to establish this factory. 

The CHatrMan. They believed in decentralization of industry. 

Mr. Avery. | am very much interested in the development of 
Florida, but this thing just ries not look good to os , to go down there; 
and I thought it ought to be in Pittsburgh or Chicago or Akron or 
somewhere else. 

Senator Futsricutr. Did you know Mr. Bechhold? 

Mr. Avery. No. 

Senator FuLtsricut. He was president of it at that time; was he not? 

Mr. Avery. | do not know. 1 did not know any ol them. 

Senator Futsricutr. The record shows that he was. He lived at 
Fort Lauderdale, | believe, and was the principal. 

Did you know Sheriff Clark? 

Mr. Avery. | did not know them. You see, I live in Jacksonville, 
and all | know about this loan is that when the examiners were 
through with their investigation it went before the central committee 
in the office of the manager of the Reconstruction Finance Corpora- 
tion, and then they called in the Advisory Board and gave them the 
benefit of all the information they had and sought the advice of the 
Advisory Board. 

Senator Futsricur. You did not know either Mr. Clark or Mr. 
Bechhold? 

Mr. Avery. I know nothing at all except the record that was put 
before me. 

Senator FuLsricut. When you were talking about new businesses, 
and vou said vou were guided by what their record was, you meant the 
personal qualifications of the individuals prior to this particular 
business? 

Mir. Avery. That ts right. 

The CHatrmMan. Any further questions, gentlemen? 

Senator ScHoEPPEL. Mr. Avery, vou recognize that some of those 
loans they were making application for had amortization periods 
running up as high as 5, 7, to maybe 10 vears; is not that the case? 

Mr. Avery. I think so. 
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Senator ScHoEPPEL. Do you know of any banks that go out and 
finance those businesses over that long a period of time down in your 
country? 

Mr. Avery. Ordinarily they do not make loans for such length of 
time. 

Senator ScHOEPPEL. Were those some of the types of loans that 
vour board was asked to pass on, had long payment dates? 

Mr. Avery. That is right. 

Senator ScHOEPPEL. Do you recognize there should be some me- 
dium or something worked out for financi ing under reasonable con- 
ditions on long-time payments of small businesses? 

Mr. Avery. Well, 1 do not think it is quite as necessary now as it 
was back in 1932 when the Reconstruction Finance Corporation, I 
believe, was organized. 

The CHarrMan. Any further questions? 

If not, we thank you, Mr. Avery. 

Mr. Avery. Thank you, gentlemen. 

The CHarrMan. Mr. Fly. 


STATEMENT OF JAMES LAWRENCE FLY, FORMER CHAIRMAN, 
FEDERAL COMMUNICATIONS COMMISSION 


Mr. Fry. I will only take a few minutes, Mr. Chairman. 

The CHatrMan. We are very glad to have you here, Mr. Fly. 

You may proceed in your own way. 

Mr. Fry. My name is James Lawrence Fly. 1 reside in New York 
City. 1am an attorney at law and have my offices at 30 Rockefeller 
Plaza, New York City. 

I am not appearing here as an expert either on the Reconstruction 
Finance Corporation in particular or the field of banking and finance 
in general. I have had some dealings with the ageney and have 
acquired some familiarity with banking practices; but 1 am testifying 
here solely to bring certain patent facts to your attention whic h, if 
substantiated according to their seeming import, would have ominous 
implications to the public and to this committee. 

Senator Futsprigut. Are you testifying just on your own behalf 
and not representing anyone? 

Mr. Fry. I am coming to that point momentarily, Senator. I can 
assure you that right now I am testifying on my own behalf. I have 
no selfish interest at stake here, and in a selfish sense it means nothing 
to me as to what this committee does, except that I am interested as 
a citizen of the United States and as a member of the public. 

For this purpdse, however, I do have some background experience. 
The first few years of my law practice were spent in Wall Street. 
Then I spent the next 15 years in Government, 5 each in Antitrust, 
the Tennessee Valley Authority, and 5 years in the Federal Communi- 
cations Commission. For the past 6 years, I have been in private law 
practice in New York. As a result, I have acquired some basic no- 
tions about good government, principal of which is that my adminis- 
trative agency treat every person coming before it with fairness and 
impartiality. That this is obvious only underscores its importance. 
The obvious is often forgotten. And this is the most difficult prin- 
ciple of all to implement where Government grants are sought. For, 
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across the bow of this principle may cut the cunning and avidity of 
powerful interests. 

I interpret your study of the RFC to be largely an inquiry as to 
whether or not the RFC has been an effective agency in the interests 
of the public as a whole and has been fair and impartial in this basic 
sense. With this in mind, my basic point in appearing here is re- 
spectfully to suggest to this committee that it investigate all of the 
dealings between that agency and Mr. Henry J. Kaiser, his associates, 
and his enterprises. 

And permit me to interpose here that I have no ax to grind on the 
matter of Mr. Kaiser himself. I do represent a group of auto dealers 
who believe they were mistreated by the Kaiser-Frazer Corp., but 
neither they nor I have any interest on the outcome of these hearings. 
Our quarrel with this Kaiser Co. is unrelated to the RFC or any other 
question before this committee. Thus, I appear solely as a member 
of the public, and at my own expense, expressing the view that the 
public interest requires a full airing of the role played by RFC funds 
and other governmental largesse in the extraordinary creation, expan- 
sion, and maintenance of the far-flung Kaiser enterprises. 

I do not now charge that the RFC or any other governmental 
agency has acted illegally in connection with the RFC’s dealings 
with Mr. Kaiser and his companies. Yet the presently known facts 
are so striking in nature as to invite inquiry. These brought me here. 

The most impressive fact is the amount of the outstanding debt of 
the Kaiser interests to the RFC. As of November 1949, the total 
Kaiser Seen to the RFC was approximately $140,265,000. 
This was 32.4 percent of the total amount of such RFC loans. And 
here | want to repeat I have no ax to grind on the matter of Mr. 
Kaiser himself. 

| have taken that statement from the testimony of Harvey J. 
Gunderson of November 17, 1949, at hearing of Subcommittee on 
Monetary Credit and Fiscal Problems, Joint Committee on the 
Economic Report. This is a startling fact. Standing alone it would 
seem to warrant full disclosure and full explanation. 

| venture to suggest that at no time in history has another single 
group been so favored by Government largesse. "The intensively pro- 
moted myth of infallibility must have been riding high. This myth 
should at least have faltered when the motor company ran into stag- 
gering losses and the flying boat did not fly. 

Secondly, there is the question as to whether sound banking prin- 
ciples applie <d when Kaiser enterprises sought a loan. I have gaine - 
the impression that the RFC was conservative and security-minded, 
the banking sense of the expression. Yet, unless one rejects the calls 
disclosures as to the circumstances of RFC loans to some of Mr. 
Kaiser’s enterprises, it would appear that the ordinary rules did not 
apply in his case. The questions as to the fact itself and the reasons 
therefore are of cardinal significance and should be exhaustively 
explored. I will take the recent loans to the Kaiser-Frazer auto cor- 
poration and its sales subsidiary as a concrete case. 

The Kaiser auto company was launched in mid-1945 and by making 
cars during the period of greatest car shortages—and when other car 
makes were available in very limited quantities—it accumulated an 
earned surplus of over $9 million by the end of 1948. But then com- 
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petition set in. In 1949, it “gp and sold bd 57,995 cars and sus- 
tained a net loss on the vear of $39,329,351, which was reduced to 
$30,329,351 by a $9 million ta ax ail Gateiest: It was during the latter 
part of this vear and shortly before the plant closed down altogether, 
that it applied for an RFC loan, and got $34,400,000 for itself and 
$10 million for its sales subsidiary. I understand that the forecasts 
accompanying this application contemplated that the 1950 loss would 
be $5,900,000. 

Senator Futprigur. Mr. Fly, you recall I objected to that loan 
when it was first announced. It was in a public statement. 

Mr. Fry. I believe you did, Senator, and I think vou were right. 

Actually, even though the loans were made, and while the other 
car manufacturers were making record profits, the company lost more 
than twice that amount in 1950—$13,260,000, to be exact. And 1951 
production was to average 700 cars daily, whereas I understand the 
daily current production to be only about 400 per day. Another huge 
loss is indicated for 1951. Already the stockholders’ equity has been 
almost two-thirds wiped out. Yet the RFC continues to regard it 
as a good credit risk. 

Now, I am aware that, to a considerable degree, the RFC might 
have been putting money into Kaiser-Frazer so as to protect its 
previous loans, but the very existence of such a situation is a storm 
warning that something is amiss. 

Furthermore, the members of this committee are undoubtedly 
aware of the frequent charge that preferential treatment has been 
accorded Kaiser companies by various Government agencies so as 
better to enable them to pay off their Government loans. If true, 
this would mean that the United States Government and its tax- 
payers were allowing Mr. Kaiser to operate as a big-business man on 
the public’s money in a way that no other citizen would even dare 
to emulate. 

And here I would like to challenge head-on any notion anybody 
might have that Mr. Kaiser’ s favored treatment is justified by his 
consequent competition with monopolists. In the first place, if there 
exists any such notion, this committee should identify it and lay it 
bare. If Mr. Kaiser is an instrument of the Sherman Act, acting 
alongside but independently of the Antitrust Division of the Depart- 
ment of Justice, the rest of us poor but willing citizens might also 
like to be candidates for the job. Or we might feel that the results 
of Mr. Kaiser’s services were too expensive. 

There is no man who would like more than I to see any existing 
monopolistic practices in American industry curbed and ove ‘thrown 
by competition. But I submit your committee should find out ot 
what role, if any, the antimonopoly factor has played in the RFC’ 
attitude toward Mr. Kaiser. For I submit that the very idea of 
using Mr. Kaiser as a ‘‘chosen instrument” in any such way Is 
preposterous. 

Incidentally, if Mr. Kaiser is regarded as a monopoly buster and 
if we take aluminum as one area in which he works, are his dealings 
with the Mellon banks consistent therewith? It taxes credulity to 
assume that a man heavily obligated to aluminum interests can be 
used as a public instrument to break down the aluminum monopoly. 

1 should like to invite to your attention some circumstances which 
indicate at least the possibility of the operation of a pool for the 
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manipulation of Kaiser-Frazer stock in the fall of 1949. During 
that period, when Kaiser-Frazer made application for a loan to the 
RFC, there was an unusual amount of activity in this stock. Could 
some individual have been privy to the secret conferences within the 
RFC concerning this loan? An investigation is certainly in order. 
The activity in the stock began at the time of the application for the 
$34,400,000 loan and rose from a low of 2% on September 27, to a 
high of 645 on October 7, the day after the final grant. 

Senator Futsricutr. Did not the Securities and Exchange Com- 
mission investigate the matter? Was not there a lawsuit over this 
question of supporting their stock by the Kaiser interests? 

Mr. Fry. Are you referring to the Otis & Co. litigation? 

Senator Futsricut. I thought there was both the lawsuit and also 
an SEC investigation of whether or not there had been any irregulari- 
ties. I thought I read about that in the press. 

Mr. Fry. I do not think that at this stage, Senator, referring to 
these particular days, while this application was pending, that that 
information was developed. I may be wrong on it, but if it is there 
I think the committee is entitled to have it. 

The Securities and Exchange Commission can learn the names of 
those who traded during this period without any undue strain or 
effort. 

The speed with which the RFC has acted on Kaiser applications is 
even more suggestive of matters deserving the closest investigation 
by your committee. We all know that the administrative machinery 
tends to grind slowly whenever matters of substance are at issue 
Yet, to take the 1949 application for a loan by the Kaiser-Frazer 
Corp. as an example, one involving a request for $30 million, with a 
line of credit of an additional $15 million for the sales subsidiary 
stated as also necessary, the formal application was filed on September 
23,1949. It was made direc tly to the Washington office of the RFC 
and was apparently immediately considered by an examiner, who got 
out his report only a week later, Se pte mber = 1949. Six days after 
that, on October 6, 1949, the RFC Board of Directors approved 
10-vear loan for $34,400,000, $10 million more had been recommended 
by the examiner, and $4,400,000 more than had been originally 
requested. How many other American enterprises could have had 
such an application treated with such efficiency and dispatch. And 
the fact that prior negotiations between the parties covered many 
months would not, even if true, ordinarily explain such speedy action. 

But that is not all. On October 10, 1949, 4 days after Kaiser- 
Frazer C orp. got the $34,400,000, Kaiser-Frazer ae Corp. applied 
for the $15 million line of credit previously indicated to be necessary. 
The RFC examiner forthwith approved, but the review committee 
recommended denial on the ground the loan was really for the manu- 
facturing corporation and that its financial soundness was uncertain. 
sut on October 21, 1949, only 11 days after initial filing, the RFC 
board reversed the Review Committee and granted a loan of $10,- 
000.000, 

Apart from the soundness of these loans, the very speed with which 
they were processed and granted is beyond easy explanation. A 
further question is posed. Under normal procedure applications are 
required to be filed in the field offices, not in Washington. They are 
processed in the field offices and forwarded to Washington with 
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recommendations. Why was not Kaiser required to follow that same 
procedure? I would suggest that where results, method, and timing 
are so extraordinary, a line of inquiry may well be directed to the 
representatives who could accomplish these things, their methods and 
their use of funds, whether they be under the guise of legal services, 
press relations, or other symbols. Both from ‘the standpoint of the 
public funds and the activities involved, the committee may be in- 
terested in exploring the sumptuous offices maintained in the Cafritz 
Building, the chief features of which appear to be a bar and buffet. 
I hasten to add that I have not seen them. 

Senator Futsricur. Well, I have not either, I may add. 

Who are the representatives of Kaiser in Washington that you have 
reference to? 

Mr. Fry. They have had so many representatives, Senator— 
frankly, I do not know. I do not know how they characterize that 
office. I think perhaps that is labeled under public-relations expense, 
or something of that sort. 

Senator Benron. I have had descriptions of it, and I do not think 
you exaggerate. 

Mr. Fry. The Kaiser empire in its manifold ramifications is largely 

child of the Government, beginning with its original war plants 
through its acquisition of motorcar, steel, and aluminum enterprises, 
down to its present contracts for the manufacture of motors for 
military planes. One individual can little more than scrape the sur- 
face, and, certainly, | have not done any more than that. Conceiv- 
ably no element of illegality or dishonesty has entered into this intri- 

cate fabric. My thesis is as simple as it is basic; the public has so 
nek at stake that it is entitled to know. 

The CHarrMAN. What is it entitled to know, Mr. Fly? 

Mr. Fury. I think it is entitled to have these results and these 
methods fully explored and fully explained. 

The CHarrMan. Did not the subcommittee explore them as much 
as they could? 

Senator Futsrieut. No; we did not. 

The CHarrMan. Well, what is the record that he is referring to? 

Senator Futsricutr. We know all that he knows, but we were 
unable to get any leads which led anywhere. If you have anything 
to supply that would give us a little more meat, we would be glad 
to have it. 

Mr. Fry. Senator, I have left out of this statement what I might 
call leads. Since I have become interested in this thing I have gotten 
a lot of untested statements on that sort of thing. I do not know 
whether I or any other private individual can give real assistance to 
vou in digging in and getting all the facts. There is one thing that 
is very clear, you can get all of the RFC files. 

The CuarrmMan. We have all of those. That is what is concerning 
me; you suggest we get more. We have the files, and there are other 
files we have gotten, too, at Senator Fulbright’s suggestion. If you 
have any leads—I cannot speak for him 

Senator Futsricut. Well, Mr. Fly, I believe you talked to the 
staff director of the staff of the subcommittee, did you not? 

Mr. Fry. I did, si 

Senator Futsricut. Mr. Herz? 


Mr. Fuy. I did, sir. 


LL LL LLL LL TTT 
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Senator Fu.tsrieut. He is always very glad to have anything that 
would develop any further facts that would throw light upon this 
situation. It is my impression that you were unable to give him 
anything that led anywhere. I agree with you. The reason I ob- 
jected to that first Kaiser-Frazer loan, without knowing anything 
about any illegality other than I thought it was too big a loan as a 
general proposition, was not jutified. I do not know anything about 
how they obtained it. 

Mr. Fry. I submit this, sir, I do not believe that any one citizen 
or one integral group of citizens in this country ought to have so much 
favor at the hands of the Government. 

Senator Futsricut. I agree with you, but where do we go from 
there? I had already expressed that view. Now what do we do 
about it? 

Mr. Fry. This thing, the whole manipulation of corporate fictions, 
if we might call it that, the corporate shells, the shifting of plants, 
properties, od contracts from one corporation to another, in some 
instances shifting the valuable rights from the motor company which 
is 

Senator Futsriant. Wait a minute, that gets beyond the purview 
of RFC. 

Mr. Fry. I know, but the whole thing fits together, sir. 

The CHatrman. Mr. Fly, in justice to this committee, what you 
are talking about Senator Fulbright says is beyond the purview of 
RFC. You are drawing an over-all picture here, just like in the case 
of some other big corporations, we can go down here and see who got 
certificates of necessity for tax amortization. That is beyond the 
purview of the RFC investigation. 

Mr. Fry. I see that. 

Senator Futsriagut. When you take the loan itself, I agree, | 
think it is entirely too much Government money, but we could not 
find anything to indicate anything other than he was a very persuasive 
fellow. Just why, I do not know. 

Mr. Fry. Well, that does uot satisfy me, sir. I do not think 
satisfies you. 

Senator Futsrient. Well, why do you not produce some reason 
that would indicate something further than that? 

Mr. Fry. Well, how can anybody come in here and in 2 weeks walk 
off with $34 million? I cannot do it, and I have been around Washing- 
ton for a long time. 

Senator Fu.tsrigutr. Well, I might say this: We asked the RFC 
about that. They maintained it was not 2 weeks. They began 
negotiations in the spring of 1949—TI think in May. Of course, one 
thing that irritated me as much as anything else about it, as I was 
in almost daily communication with RFC throughout the summer of 
1949, they never mentioned the fact that they were negotiating, and 
they later told me they were. When they announced it I said | 
thought it was an ill-advised loan and should not be made. But that 
was not unusual. I said that about a good many loans RFC made, and 
they paid no attention whatever to what the committee said about it. 

The same way with the Texmass loan. The whole committee took 
formal action which, in very strong language, condemned the loan 
before it was finally made, but they went ahead and made it anyway. 
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In the Kaiser-Frazer thing, what I meant was they came into the 
RFC and as far as we can find out there was no, as vou point out, 
illegal transaction in connection therewith. If there was, we could 
not find anything illegal about it. If vou know anything about it we 
will be glad to pursue it. 

Mr. Fry. I would like to finish this statement I started to make. 
I did go too broadly, and the chairman very properly checked me, 
but this thing is so ramified in all the transactions it reminds me of one 
of the old-fashioned antitrust investigations which I had to conduct 
in vears gone. Actually, with access to the files it would take me 6 
months or a year to come up with a specific and detailed answer as 
to how these startling results could have been achieved. There is a 
tremendous fabric here, limiting it to the governmental sphere right 
in terms of the use of Government moneys, the building up of a great 
enterprise on Government funds; there is nothing comparable to it 
in history. At least Rockefeller came up the hard way. 

Senator Fuutsricutr. Well, most of that started, or a major part, 
during the war. ‘Take Fontana Steel, you cannot connect that with 
any peculiarity of RFC negotiations. That was built for war pur- 
poses with Government funds, it is true. It was not just an RFC loan. 
Mr. Kaiser came in, you know, complaining about the deal he made 
as compared to the Geneva Steel Co. You know about that. 

Mir. Fry. Yes; I do. 

Senator Futbpricut. He felt he was very badly treated because he 
was held to pay the amount which the plant cost rather than the 20 
percent which U.S. Steel paid for Geneva. 

The RFC came into the picture with a business loan only in recent 
vears. He got most of that through contracts for war product ion, 
ships, aluminum, and steel, and all that. Iam told by the Chairman 
that he has already gotten amortization certificates for $140 million. 

The CuatrMan. That was granted as of March 16. There is a 
request for $193 million. 

Senator Futsricut. That is far bevond RFC’s jurisdiction. 

The CuairmMan. That is what I savy. When I last made a check, 
he had $130,247,000 worth of tax-amortization certificates for an 
average of 69 percent, so that is why | en we confine this 
discussion to the RFC. [ am not trving o defend the RFC. I 
think some of its loan actions have been all weful. Likewise, on 
the Texmass loan, this whole committee objected before it was made, 
but when you start on the over-all picture it really goes bevond any 
RFC study, and I think you will have to admit is no fault of the com- 
mittee in what they have tried to do in investigating the RFC opera- 
tion. But what you mention goes way beyond that. 

Mr. Fry. I think it goes much beyond the RFC problem. I think 
the RFC problem is grave. 

Senator FuLtsrieur. Let me give you another point: When we 
heard about this new contract on making the Fairchild packet | 
inquired of the Air Force if any influence had been brought to bear 
on the Air Force to give Kaiser-Frazer the contract. in order to bail 
out the RFC loan. They strenuously denied it; the Secretary of the 
Air Force said it had no connection; he : said he checked it every Way 
and it was ent irely on its merits. Where do we go bevond that, when 
you get the top people saying it was all on its merits? 


———— 
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Mr. Fry. I do not know what the merits are. Certainly, the 
motorcar production dees not commend him to the United States 
Government for the building of military planes, | should think. 

Senator Futsricur. That may not commend him, but the fact 
he owes the Government this much money might commend some 
contract which would enable him to pay it off. 

Mr. Fry. That is more likely the answer. The Government is in 
this thing so deep it keeps trying to bail out and trying to bail out, 
and | do not know whether we are going to eventually strike a rat 
hole and be unable to bail out. 

Senator Futsrieut. If they have enough cost-plus contracts | 
suppose they could bail them out. 

Mr. Fry. They could automatically bail them out if they assure 
them a profit, but I do not think the Government of the United 
States once it makes a transaction of this kind ought to use the tax- 
pavers’ money. 

The CHarrMan. I want to keep the record of the committee straight, 
Mr. Fly. 1 happen to have been at the meeting back in February 
when Mr. Edgar Kaiser, under oath, gave the following statement, and 
I am going to read it: 


First, I want to say positively that neither I nor any executive of our company 
ever sought or engaged outside aid. directlv or indirectly, to enter into or to 
further negotiations with the RFC. Wehave alwavs dealt directly and exclusively 


with officials of the agency, both at the regional office in Detroit and at the RFC 
headquarters here. 

That is what Mr. Kaiser told us when we were looking into this 
thing, and we have nothing to refute that statement 

Mr. Fry. I agree that that is where he went. I think the emphasis 
was on the Washington end of it, but certainly he had his dealings 
with those officials and someone, I do not know who it was, but some- 
one was most effective in dealing with him. 

Senator Futsricur. We were never able to make such determina- 
tion. If vou or anyone else has anv knowledge about this sort of 
thing we would be glad to have it. We were unable to determine that. 

Mr. Fry. If the committee will delegate its subpena power to me, 
I think perhaps | could produce it. 

Senator Futsricgur. We might be interested in putting vou on our 
staff. You are an old hand in this business. If you would come 
around we might arrange where you could work with the committee 
long enough to turn it up. 

Mr. Fry. All right, sir, just so 1 do not have to take a dollar a year. 

The CHarrMAN. Any questions, gentlemen? 

Senator ScHonrpPes. Mr. Fly, vou feel this entire mess—and it is a 
mess in my book—received a lot of preferential treatment on the part 
of those who dealt with Mr. Kaiser or who Mr. Kaiser or his associates 
dealt with, do you not? 

Mr. Fry. | think in terms of the results received and in terms of 
timing it was very clearly preferential treatment. 

Senator ScHorpreL. You brought out some matters here that it is 
somebody's duty and responsibility to look into, even though it may 
not be fullv related to this committee and this committee’s activities, 
but in the public interest you feel that something oO ht to be further 
gone into to at least give the public an opportunity to fi d out what 
the facts really are. 
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Mr. Fury. I think so, sir. It is a buge task. It is intricate and 
ramified and is really a governmental undertaking. No private indi- 
vidual or group can do it. 

Senator ScHoEePreL. Pursuing that, further: You are a man of some 
considerable experience in Government and Government activities and 
bureau activities. Would you give this committee the benefit of an 
outline or suggested outline of approach that could be referred to 
other proper departments of the Government to look into this thing 
in the public interest? 

Mr. Fry. I think with further study I could originate a memoran- 
dum which would be useful to this committee and to other branches 
of Government. It would not furnish the answers, but would suggest 
the lines of exploration. 

Senator ScHorpre.. That is the thing I am interested in, and that 
is the thing I am hopeful in your wisdom and good judgment, as you 
appear here before this committee, that vou can give us the benefit of, 

Mr. Fry. I will endeavor to do that, Senator. 

Senator Brenton. Mr. Chairman, I just wanted to congratulate 
Mr. Fly for again demonstrating what seems to me to be courage on 
the part of an attorney from New York City, not being in the employ 
of any client but solely in the public interest, making a statement of 
this kind. I think he should be commended by the committee for 
doing it. 

Mr. Fry. Thank you, Senator, and I do hope my courage has not 
exceeded mv discretion. 

The CuatrmMan. Mr. Fly, if vou wish to send anv memorandum to 
Ba as chairman, I would be only too happy to receive it. 

_Fuy. I will try to do that, sir, and I will try to broaden 
covering the aa intricate fabric. I will trv to divide or draw a 
line of demarcation between RFC matters and matters that pertain 
to other governmental agencies. 

Senator Bennerr. Mr. Chairman, I would like to ask Mr. Fly a 
question 

The purpose of this particular hearing 

\fr. Fry. I was afraid you were going to get to that one, Senator. 

Senator Bennerr. To advise us whether or not RFC should be 
continued. Early in vour statement you touched briefly on the 
question of the use of RFC as an antitrust or antimonopoly device. 

Do I understand you to believe that neither RFC nor any similar 
agency should be used deliberately to create or support a new com- 
petitor in a field as a negative or, I suppose, it is a positive approach, 
to the possible existence of monopoly in that field? 

Mr. Fry. I think, Senator, where the Government has the alter- 
native of equally efficient producers, for example, if it can throw, let 
us say, production contracts to the weaker but still efficient concern, 
that it ought to do things of that sort. But for the Government 
itself to try to build a monstrous enterprise and to claim that that can 
be used as an antimonopoly weapon in the hands of private individ- 
uals, I think overtaxes credulity. 

Senator Bennerr. Regardless of size, do you think the Government 
is ever justified in using public funds to originate or support any enter- 
prise on the theory that it is thus increasing competition? 

Mr. Fry. No. If that is the primary purpose of the use of funds, 
I think it is improper, and trust. busting should be left to the Depart- 
ment of Justice and the Trade Commission. 


RFC ACT AMENDMENTS OF 1951 169 


Senator Bennerr. In your experience in the Federal Trade Com- 
mission 

Mr. Fry. I was in the Antitrust Division. 

Senator BenNerr. Did you have many experiences which would 
lead you to believe that it was impossible to start a new enterprise 
and provide competition through normal channels? In other words, 
is there a real need in America to set up an agency to develop new 
competition? 

Mr. Fry. It is, of course, difficult, Senator, for small groups of in- 
dividuals to move into the heavily concentrated industries where 
millions and millions of dollars are required to get going. We may 
as well face that, we are in an era of an intricate society. We must 
have mass production for efficiency. We have permitted big organ- 
izations to grow up, perhaps, beyond the needs of efficiency, so there 
is a great difficulty where small citizens endeavor to move into those 
massive industries. I think that is true. I do not think the Govern- 
ment can do much about it in terms of initiating businesses in the 
hands of the small individuals. 1 think the Government has got to 
have a healthy policy in terms of the concentration of economic power 
and then open the door of opportunity to the citizen in that way. 

Senator Bennert. In the particular industry in which Mr. Kaiser 
went, there were a number of smaller operators already there who 
might have been helped more effectively, if it were Government 
policy to try and build a new giant. 

Mr. Fry. I agree with that. That is essentially a mass-production 
industry, and I think to encourage smaller manufacturers who had 
proven merit might well have been a healthier thing. As a matter of 
fact, those smaller companies had been operating at a profit, those 
older smaller companies, while Kaiser has been operating at a loss. 

Senator Capenart. Mr. Fly, you made quite a serious charge, in 
that you said that the Kaiser interests had been given preferential 
treatment. Who gave them that preferential treatment? 

Mr. Fry. I base that on two factors, Senator, I want to make that 
clear: There is preferential treatment, in my opinion—and | am not 
expert, I try to be observant. There is preferential treatment when 
any group of individuals gets so great a share of the available funds 
and favors that are owed theoretic oe to the public as a whole, be- 
cause when any individual can carve out and take such an enormous 
share, then there must be many individuals who are excluded from 
that same favor. The timing, I think, is highly preferential. I will 
tell you something about that 

Senator Capenart, Who do you think within the Government 
has been forcing the RFC to give preferential treatment? 

Mr. Fry. That, I suggest, is the task of this committee. 

Senator Capenart. Do you have any ideas at all on,it yourself? 

Mr. Fry. I would not name any individuals. 

Senator CaprHart. How do you know why they have been doing 
this? 

Mr. Fry. That one is quite beyond me. I would like to find the 
logical explanation of this preferential treatment, but | have not 
found any logical, rational explanation that satisfies my skeptical 
mind. 

Senator Capenarr. In other words, you do not know who within 
the Government has been giving preferential treatment, as you charge? 
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Mr. Fry. I do not, sir. 

Senator CapeHart. And you do not know why they are doing it? 

Mr. Fry. I do not, sir. 

Senator Benron. There is one logical explanation. Senator Ful- 
bright says that Mr. Kaiser is singularly persuasive. 

Mr. Fry. Undoubtedly he is that. I think we must concede that. 

Senator Futsricur. He has made a lot of these people believe he 
is a Magician. 

Mr. Fry. And he has persuaded the public this is a wonderful car. 

Senator Futsrieut. That is right. What are we going to do about 
that? 

Mr. Fry. 1 think, Senator, we ought to know more about it than 
we know now. I would like to know how he got $34 million in 2 
weeks. I would like to know more than he just went here one day 
and there the next, and so forth. 

Senator Futsricnr. He has just gotten certificates of $140 million 
in no time, too. There is nothing unusual about it. He has been 
doing it all along. 

Mr. Fry. He might do better as a 5-percenter. 

Senator Futsricut. What about that flying ship you were talking 
about that did not fly? That is a more fantastic undertaking than 
even automobiles, and yet he did that. 

Mr. Fry. Yes; but you know he left Howard Hughes holding the 
bag on that one. 

Senator Futsricgur. Anyway, he made someone believe that he 
could do it. 

Mr. Fry. Howard Hughes took the punishment for it and Kaiser 
never mentioned it. 

Senator Futsrigut. Hughes is no fool, and he takes Hughes in, 
does he not? I do not know why 

Mr. Fry. Well, there are a lot of dead bodies lying around, and that 
is the reason why a group of the dealers have been in to see me. As 
I say, they have no possible interest in this. If we do damage to the 
solvency of the Kaiser-Frazer Corp. their interests are less, in fact. 
But that is a rather pathetic situation which I shall not scratch here. 

The deal that the stockholders of the motor corporation got, | 
think, is rather unfortunate. That, again, as you say, is not the job 
of this committee investigating the RFC, but it is a very unfortunate 
record, 

Senator Capenart. Mr. Fly, you were explaining something about 
timing in connection with this business. What did you mean by 
that, that vou charged him with getting preferential treatment, and 
vou said the timing was incorrect? What did you mean by that? 

Mr. Fry. The timing on the record was a matter of days, and also 
it was done at the Washington office where the normal applicant 
must go to the field office. I will tell you how those things work 
normally : 

| went into conferences on behalf-of a small enterprise. I called 
up at the REC office and they told me I had to come into the New 
York recional office, | eould not FO LO Washington. If | went to 
Washington they would just send me back. So | went to the local 
recional offices and we engaged in this same sort of conferences and 
explanations. | think we talked of $600,000, and we talked of 
$500,000, and | remember we finally got talked down to $200,000, 
and we put in an application for $200,000. 
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After many weeks of processing we wound up with $100,000 or less. 

Senator ScHOEPPEL. Mr. Chairman, | would like to ask one ques- 
tion: Do you desire to express an opinion on whether the RFC ought 
to be continued or not? 

Mr. Fry. I am very reluctant to express a judgment there, 
sir. I do not have the sufficient information or the factual basis of 
judgment that would leave me satisfied in sticking my neck out on it 
I would rather know a lot more about it and study it more. I do 
think you ought to have some remaining means to assist responsibli 
small business. Of that I feel confident. I do not think you ought 
ever to have anything that could near duplicate this Kaiser-Frazer 
fiasco. I do not think that ought to be possible in whatever set-up 
you may have. 

Senator Futspricut. Mr. Fly, do you think if any study is made it 
should not be made of the RFC? That is a small part of it. Th 
way you describe it—and I think it is common knowledge to 
study the thing as a whole, the whole empire, not just the loan, which 
is a relatively minor part of this whole business. Is that right? 

Mr. Fry. I think all important phases need to be studied. 

Senator Futsriaut. I mean the whole matter. It is an unusual 
matter. 
Mr. Fry. It is an intricate mechanism 
Senator Futsricutr. And it involves far more than this loan, the 
Kaiser-Frazer loan. As you know, the other loan, the Fontana loan, 
, was refinanced and paid off shortly prior to the last advance to Kaiser- 
Frazer. It would seem to me that a full-scale study, if you are to 
get anything at all significant, of the whole rise of the Kaiser empir 
would be in order 
Mr. Fry. I think so. I think there is much to be done at the 
RFC, but that will be only one phase of it 
Senator ScHoepPeL. Mr. Fly, do you think the evils of the RFC’ 
; activities have come about because of the theory of direct loans by 
the Government or governmental agencies? 
Mr. Fry. I think in part; ves, sir. 
Senator ScHoEPPEL. In other words, if there had been ar 


quiremen 
| for greater participation in all loans we probably would not have 
» that kind of picture before us. 
C Mr. Fry. I would imagine that is true, sir 
The CHatrRMAN. Senator Bricker. 
{ Senator Bri KER. Have vou studied the propositiot that was 
v made here yesterday morning, the suggestion presented by former 
(| President Hoover, in regard to the utilization of the Federal Reserve 
svstem for credit to small business? 
oO Mr. Fry. Senator, T flew into W ashineton and oot here at 2 o’clock 
it this morning, and I have not had time to study President Hoover's 
le statement as it deserves. 1 do have a oreat deal of respect for his 
judgment. As far as I understood the basic outline of his suggestion 
«dl 1 could say that T was not violently opposed to it 
"\ Senator Bricker. Were vou slightly in favor of it, then? 
oO Mr. Fry. | hesitate to say that the RFC should be abandoned | 
al do not know whether the essential function of aiding small business 
cl ean be done better throuch a separate agency rr whether 2 
Oj suggests, it should CO back to other departments or fiseal 


(). He knows more about that than I do. 
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Senator Bricker. His proposal was local credit should be taken 
care of by the local banks; on the guarantee of loans, he said that 100 
percent, which was maybe too high, by the Federal Reserve system. 

Mr. Fry. Limited to small business, I would have no objection to 
that. 

The CuHarrMaANn. That was on a $100,000 loan. 

Mr. Fry. Limited that way, I would certainly have no objection 
to that. 

Senator Bricker. Would you favor it? 

Mr. Fry. Yes; I would favor that. 

Senator Futsriecur. Are you familiar witb the plan of participa- 
tion program upder the RFC in 1946? 

Mr. Fry. Iam not, sir. 

Senator Futsricut. It was somewhat similar. There was some 
distinction, but it was a very disastrous program. It was abandoned 
after about a year, in which the banks could turn over their loans, 
they make the loan, and then automatically the RFC participated and 
guaranteed them in a sense. It is very similar to this. 

Senator Capenart. Excepting under no circumstances would you 
permit them to do it automatically. J would be opposed to that. 

Senator FutspruGcutr. Under a great many little loans you would 
have great difficulty in servicing them. 

Senator CapeHAktT. No more than RFC does at the moment. 

Senator Futsricutr. I do not know. I made up my mind, but I 
think before you take it too much to heart you ought to see what 
experience they actually had under a program some what similar. 

Mr. Fry. I think that is well taken, sir. 

Senator FuLtsricutr. The losses were very bad. In fact, there was 
a higher percentage in that than under any other program. 

Senator Capenart. May I say this: I think under that plan the 
REC did not take a look at the loans. The banks simply made them 
and passed them on to RFC under a blanket agreement. 1 am 
opposed to that. 

Senator Bricker. That is not what the plan would be. 

Senator CaPpeHarr. In fact, the Federal Reserve ought to take a 
look at each of the loans and ought to approve them before they 
cuarantee the bank. 

Mr. Fry. I think they must take a look at them, otherwise banks 
would tend to take great liberties in terms of the loans they would 
make. There must be a review there, | should imagine. 

Senator Caprnart. That is correct, because you cannot permit 
them to just do it as a blanket, because if they did the at they would 
turn all their bad loans to the Federal Reserve and keep the good 
ones. I am opposed to that. The Federal Reserve or any other 
agency must approve the loan before the insurance policy is issued on 
that specific loan. 

Mr. Fry. Yes, su 

The CHatrman. Any further questions, gentlemen? 

If not, Mr. Fly, we thank you for your statement, and whenever 
you feel like sending in a memorandum we will be happy to receive it. 

Mr. Fry. Thank you very much. 

The following was later receivod for the record: 
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SUPPLEMENTARY STATEMENT OF JAMES LAWRENCE FLY CONCERNING THE Re- 


CONSTRUCTION FINANCE CORPORATION AND THE KAISER-FRAZER INTERESTS 


Three salient conclusions stand out in bold relief 

|. History reveals no comparable case where one select group has built a mig! hty 
industrial and financial empire through grants of taxpayers funds and ] properti 

2. The total amount of loans to Kaiser-Frazer demonstrates conclusively 
inordinate relation to amounts received by any other single group and by other 
ae as a whole. 


The RFC’s speed and alacrity and its short-cut procedures extended to this 

se = et group were not extended to applicants gener: sly 
The conclusion of discrimination and favoritism in government flows from 
Gian tai Ba ahaa and surely as night follows the day By such means is good 


government sapped and confidence destroyed. 
I have refrained from making a charge of illegality because of the 





detailed facts. It is quite possible that the specifie facts will net establi 
itv. gut I submit that where public record facts demonstrate favoritism it 
be branded as such And where those facts are apparent at the surface, the com 
mittee has no alternative but to intensively and thoroughly inquire as to the 
means and methods by which the results were achieved. The public need is no 
met bv a more or less casual “‘looking into the matter.’’ [shall later make sp 
suggestions as to methods of unearthing the controlling facts 

Meanwhile, here following is a statement of added detailed facts extracted 


from public records 

1. In September of 1949 Kaiser-Frazer was in a desperate financial situati 
This was disclosed by a report to the Board of Directors by its Chairman, oe ry 
J. Kaiser, at a meeting held on October 26, 1949 

At that time Mr. Waiser explained to the Board of Directors the financial situa- 
tion of the corporation as of September 30, 1949.  WNKaiser-Frazer had negotiated 
a loan in December of 1948 with the Bank of America National Trust and Savings 
Association and The Mellon Bank & Trust Co. fora line of credit up to $20,000,000. 
Sixteen million dollars of that amount had been borrowed Under that agree- 
ment, Kaiser-Frazer had to maintain an excess of current assets over current 
liabilities in the amount of $20,000,000, which was subsequentiv reduced bv an 
amendment to $18,000,000 \s of September 30, 1949, 
million and a half dollars below the net asset requirement loan, therefore, 
was in default and could have been called at any moment by the banks. 

As a condition of that loan, certain Kaiser companies, namely, The Henry J. 
Kaiser Co. and Kaiser Industries, Inc. (formed by merger of The Kaiser Co. and 
Kaiser Engineers, Inc.) had to guarantee the entire amount of the line of 
In addition, the guaranteeing companies had to maintain a consolidat 
of current assets over current liabilities of $7,500,000. In determining 
asset ratio, the stock of Permanente Cement Co. and of the Permanente Metals 
Co., which were held in the portfolio of the guaranteeing companies, were to be 
onsidered at 50 percent of market value 

Kaiser-Frazer was also in a critical position by reason of the fact that it pro- 
duced only a four-door model automobile. It had to produce a complete line of 
automobiles in order to engage in compe tition with the other automobile com- 


Frazer was a 





panies This was admitted on September 238, 1949, in the application letter for 
loan by Edgar Kaiser on behalf of Kaiser-Frazer to Harley Hise, Chairman of the 
RFC 

Kaiser-Frazer in the fall of 1949 was also aware of the huge loss it would suffer 
by the end of the calender year, 1949. As a result of their production of only 
approximately 58,000 cars for the vear and the lack of public demand for those 
cars, they did, in fact, lose almost $40,000,000 for the year 1949 

Because of these huge losses, Kaiser-Frazer, in the middle of 1949, found itself 
lacking the necessary working capital to convert to the multimodel production. 
They were also faced with a critical situation with regard to the irs = 5 corporation 
because of the backing up of the automobiles in the inventories of their distributors. 
secause of the inability of the distributors and dealers to obtain 1 saehunl finances, 
Kaiser-Frazer was unable to receive payment for their cars upon completion. 
They were, therefore, desirous of obtaining some Government financing which 
would enable Kaiser-Frazer Sales Corp. to accept delivery of cars from Kaiser- 
Frazer and pay for the cars immediately. 

2. Initiation of negotiation with RFC: On July 27, 1949, almost two full months 
prior to the formal application of September 23, Edgar Kaiser spoke to Harvey J. 
Gunderson, a Director of the RFC. The purpose of the talks with Gunderson 
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and Harley Hise and Walter Dunham, a third Director of the RFC, was with 
regard to a loan application. MKaiser-Frazer did not want to be put into the 
position of having the public know it had submitted a loan application to the RFC 
if it were to be refused. It was feared if that did occur. it would have a severe and 
damaging effect “n Kaiser-Frazer’s credit. These conferences continued without 
publicity and anparently were known by no one other than officials of Kaiser- 
Frazer, other Keiser companies, and the RFC. This was a patently irregular 
procedure seldom extended by any governmental agency. 

These facts were elicited during the course of the taking of the depositions of 
Chairman Harley Hise and Harvey Gunderson on January 4, 1950. These 
depositions were taken in the course of opposing a settlement of a derivative action 
in Detroit entitled ‘Jerome R. Pergament et al. v. Joseph W. Frazer et al., Civil 
No. 7354 in the United States District Court for the Eastern District of Michigan, 
Southern Division.” 

3. By letter dated September 23, 1949, a formal application was submitted 
by Kaiser-Frazer for a $30,000,000 loan: No formal application was ever made 
for an increase of that amount to the loan figure of $34,400,000 which was the 
amount actually granted in the first resolution of the RFC, dated October 6, 1949. 
This again is a shocking irregularity. 

This application of September 23, 1949, was the first formal application by 
Kaiser-Frazer to the RFC. Edgar Kaiser, testifving in the above referred to 
action of Pergament v. Frazer et al., stated that the application was filed only 
after he had received indications that it would be favorably considered. Harvey 
Gunderson also testified that although they had not definitely decided to grant 
the loan, they had given indications that if an application were filed, it would be 
favorably considered. What consummate public interest warranted this action 
has not been made clear. 

Informal discussion with Walter Dunhon on Januesry 4, 1950, secure’! the 
information that he had suggested the additional money so that Kaiser-Frazet 
could produce a low-priced car, which in his opinion Waiser-Frazer had to produce 
in order to stay in business. So far as I can ascertain, this conduct is without 
parallel. 

$. On October 6, 1949, the first resolution was passed by the RFC granting the 
$34,400,000 loan. That was the first occasion of any publicity. Secreey had 
theretofore prevailed in this public business. 

The publicity concerning the loan indicated the entire and main purpose was 
to produce the new low-priced car now known as the Henry J. In fact, this new 
low-priced car was just an afterthought of Dunham’s and in the resolution was a 
“use of proceeds” clause which permitted not more than $4,400,000 ‘‘for the sake 
of tooling and equipment for the manufacture of borrower’s new lightweight 
model automobiles.” 

At that time the RFC was met with criticism and defended its loan. Hise 
stated that even at that late date, after the secret negotiations, the October 6 
resolution, and the eriticism by Congressmen, that he still did not know if Kaiser- 
Frazer would accept the loan under the conditions imposed. In fact, he testifiea 
he had been told consistently from the very start of the negotiations that the 
conditions could not be met by Kaiser-Frazer. Hise never explained why the 
RFC would permit itself to have ineurred the time, expense and effort and 
especially subjected itself to adverse criticism if it were not certain that Kaiser 
Frazer would aecept the loan. 

The guaranty requirements by the RFC differed from ‘those by the bank in the 
following particulars: 

A. The bank required a guaranty of the total loan—-$16,000,000, the amount 
borrowed and up to $20,000,000, if the full amount of the loan were borrowed. 
The RFC limited liability to $15,000,000. 

B. The bank guaranty had very stringent preferences concerning the use and 
disposal of all of the assets of the guaranteeing companies and of the payment 
of dividends. As explained before, in determining the said net asset position, 
stock of the Permanente Cement and Metals Cos. were to be considered at only 


50 percent of their market value. 

C. The RFC asked for collateral of 10 million it lieu of the restrictions imposed 
by the bank. Thev accepted as collateral, stock of the Permanente Cement & 
Metals C up to 100 percent of market value. They did this against the con 
clusi ‘the then Chief of the Indusirial Analysis Branch of the REC (Robert 
W Be nner, Cl ief, wrote a memo to Mr. J F. Williams, the examiner of tI 


Kaiser-Frazer loan, dated November 1, 1949; attached to this letter is an analysis 


of the stock of these companies This needs explanatiot 
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5. Unknown to the RFC, Kaiser-Frazer was simultaneously conducting nego- 
tiations to settle various stockholder actions against its officers and directors for 
alleged mismanagement and fraud, using the guaranty required by the RFC 
as the consideration for inducing the stockholders to settle. 

In other words, Kaiser-Frazer was securing funds from the public through the 
REC and at the same time inducing that portion of the public which were investors 
in Kaiser-Frazer to release certain of their alleged claims in order to procure these 
public funds. 

6. As late as November 3, 1949, after the RFC had granted the loan to Kaiser- 
Frazer, and the revolving fund loan of $10,000,000 to 
vas not certain that Kaiser-Frazer would comply with the conditions of its loa 
Harley Hise, in his deposition, testified that the RF¢ went to the trouble of 
acting on letters requesting changes in the original resolution, having conferences 


at the RFC, putting its entire staff to work in considering this problem, even 


Kaiser Sales Corp., it still 


though Waiser-Frazer gave them no indication it would accey This will bear 
inquiry 

7. Hise and Gunderson evidenced no interest in the pending actions against 
the Kaisers. Gunderson expressed complete confidence in the Kaiser manage- 
ment, even though there were outstanding charges of alleged fraud and mis- 
management in matters amounting to upward of $50,000,000 Thev did not 
ask the RFC staff to check and give a report as to the merit or lack of merit of 
these charges; they were just ignored. It is difficult to understand why the fiscal 


agency plunged ahead blindfolded against responsible charges of fraud against a 
borrower 

8. Chairman Hise was completely unprepared for the taking of his deposition, 
even though he had been advised as to the subject matter and served 
subpena duces tecum. He stated that he regarded the WKaiser-Frazer loan, 
spite of its amount and the adverse criticism, as anv ordinary loan and yet, he 
was unfamiliar with evn the cursory details 

Gunderson was more prepared and recited the course of the negotiations prior 
to the formal application. But it is likely that the full facts were never revealed 
\ serious question of irresponsibility underlies the whole course of dealings 


9 Without the knowledge of the RFC, Kaiser induced a settlement with the 


shareholders of Kaiser-Frazer in the main by asserting he would refuse to « ply 
with the conditions set by RFC for the loan to Kaiser-Frazer unless the share- 
holders agreed to accept the giving of that guaranty as a consideration for the 
elimination of their lawsuits. This was a personal gain c»erced out of the injured 
plaintiffs. This is a shady illustration of ethics. It leaves open the question as 


to what such an administrator would do in private 

The tie-in between the RFC loan and the settlement was not disclosed to the 
public until Kaiser-Frazer secured from the RFC a substantial hdrawal of the 
loan money. ‘This first disbursement occurred on November 9, | 49 

At that time, Kaiser had an investment of approximately $4.000,000 in Kaiser 
Frazer; the public had an investment of approximately $63,000,000 (1,700,000 
shares at $10 in September of 1945; 1,800,000 shares at $20.25 in January of 
1946). The RFC added over $44,000,000 of Government money in this situation. 

10. Also at the time of this loan, had the RFC checked, it would have ascer- 
tained that all of the experienced automobile men who had been a part of Kaiser- 
Frazer since its inception in August of 1945, had by September 1949 been dis- 


charged or had retired from any connection with the company The plant was 
in the hands of inexperienced automobile men who had_ beet th the other 
Kaiser enterprises for vears. . 


11. In December of 1950, when it was apparent that Kaiser-Frazer, in addition 
to the huge losses of 1949, had also incurred a very considerable loss for the year 
1950, the RFC nevertheless granted an additional $25,000,000 of loans, so that 
now the RFC has a greater investment than the stockholders, and the RFC’s in- 
vestment is approximately 17 times that of the Kaiser interests 

The foregoing is true. The questions are unanswered. Tl 
more than seratches the surface. Only a shaft of light \ 
hidden below. No agency short of Government can furnish the searching light 





For reasons set. forth in my original statement and in the abo 
submit that the public interest requires the disclosure of t} ; 
I would suggest inter alia the following procedural steps 


f 


SUGGESTIONS FOR INQUIRY 

1. Subpena all RFC files on Kaiser-Frazer matters Chis should inelude all 
intra-agenevy memoranda, notes, ete., in the personal possession of any RFC 
representative. It should include all ¢éorrespondence to or from any such persons. 
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2. Subpena and examine under oath every person in the RFC having anything 


to do with the loans, exploring explicitly their every contact and action on the 

matter within the agency and with the Kaiser-Frazer representatives. The time, 

place, and character of every meeting, social or official, and the persons present. 
3. Subpena all telephone toll slips of the RFC and of the individuals involved. 
4. Subpena all travel vouchers. 


5. Subpena the comparable files, letters, memoranda, notes, etc., of the Kaiser- 
Frazer Corp., and its various representatives. 

6. Kxamine Kaiser-Frazer personnel under oath and along same lines as 
outlined above. 

7. Subpena their telephone toll records. 

8. Subpena travel, entertainment, aed expense vouchers or statements of all 
Kaiser-Frazer representatives; and the accounts of the company showing such 
charges or payments. 

%. Subpena all of these documents and records in or pertaining to the Kaiser- 
Frazer Washington office. 

10. Subpena all checking and bank records of the various Kaiser-Frazer 
representatives; if facts developed later, make it appropriate. Subpena the 
comparable records and accounts of each of the RFC representatives having 
anything to do with the matter. 


The CuarrMan. The next witness is Mr. Gay. 


STATEMENT OF ROGER E. GAY, CHAIRMAN, INDUSTRIAL PROB- 
LEMS COMMITTEE OF THE NATIONAL ASSOCIATION OF MANU- 
FACTURERS 


Mr. Gay. My name is Roger E. Gay. I aim president of the 
Bristol Brass Corp., located in Bristol, Conn., but 1 am here today 
as a representative of the National Association of Manufacturers. 
I am also chairman of the NAM’s Industrial Problems Committee 
which for several years has studied the problem confronting you, 
namely, whether there is any need or desirability of a Government 
agency such as the RFC assisting in the financing of business 
operations. 

NAM has long been interested in all phases of business financing. 
Particular attention has been paid to the financing problems of small 
business since 83 percent of NAM/’s members have less than 500 
employees. Last year the industrial problems committee undertook 
an intensive and comprehensive study of the financial needs and 
problems of small business. Over 3,000 companies cooperated in 
supplying detailed information which was then tabulated and analyzed 
and published in a report entitled ‘Financing Small Business.’”’ This 
report is attached as appendix A. 

You have before you a number of bills, some of which propose the 
reorganization of the RFC, while others call for its abolition. In 
order to establish the correct course of action which should be fol- 
lowed, it is necessary to obtain a conclusive answer to the question: 
“Ts there any need for the RFC?” 

NAM’s answer to this question, as the subsequent comments will 
show, is that there is definitely no need for the RFC and that more- 
over its continuation is actively against the public interest. We, 
therefore, recommend its abolition. 

We contend that 

1. The RFC was a depression agency which long ago fulfilled its 
purpose and has no value or place in a period of national prosperity. 

2. The record of RFC loans does not show, as argued by propo- 
nents for the Corporation’s continuation, that it is needed as the 
“savior of small business.”’ . . 
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3. Small-businessmen themselves do not feel the need for direct 
Federal loans. An NAM survey reveals that over the past 10 vears 
only 7 percent of more than 3.000 responding companies have failed 
to obtain through normal banking channels the funds they needed. 
And that is supported by the yellow booklet which we have attached 
to our brief as appendix A. 

4. RFC is not essential to the financing of the national defense 
effort. Such financing can be carried on through established chan- 
nels. If developments demonstrate that Federal funds are needed 
for financing, such cases could be handled by other regularly estab- 
lished departments and agencies. 

5. Recent investigations have revealed that a Governmeft bank. 
operating in a political atmosphere with everybody’s money, is 
susceptible to making business loans which are not in the public 
interest. 

6. The argument that RFC is a “ profit-making Government enter- 
prise” and therefore should be continued is not valid. Public agen- 
cles are not established and operated for a profit, but for benefits 
which they render to the entire community, 

7. There are sound practical reasons why RFC should not remain 
as a stand-by ageney in order to be ready to deal with some future 
national emergency. 

8. As a lending institution outside of the supervision of the Federal 
Reserve Board, the RFC becomes an uncontrolled machine for infla- 
tion, adding its funds to the flood of eredit at the very time when the 
Government is taking drastic steps to restrict credit and the threat 
of run-away inflation, 

[t is important to remember that the RFC was established by 
Congress in 1932 as a depression measure designed to provide emer- 
gency assistance to banks, insurance companies, and railroads, “to 
aid in financing agriculture, commerce, and industry.’ 

It was created specifically as a temporary institution to render 
financial help in meeting and overcoming the economic problems 
growing out of and following the depression. In our committee 
discussion representatives of numerous companies felt that REC 
had rendered valuable assistance during this depression period and 
helned to ease the impact of the depression. 

You will recall that the Corporation was originally chartered for 
1 year. Subsequently its life was extended. the last of these ex- 
tensions having been in 1948 when 8 vears were added. 

Just as the life of the Corporation was extended the functions 
have also been greatly enlarged from time to time. At first. as 
already indicated, it was considered an Institution for overcoming 
a depression, then it became an agency for doling out relief in many 
forms. Later its powers were extended to finance other Government 
departments and agencies either through selling its own securities 
or borrowing from the Treasury. During the war the RFC was an 
important ageney for financing of war plants and many other pur- 
poses. After the war had ended it began to look to the business 
field for opportunities for continued operations. Special attention 
was given to financing business enterprises which had failed to ob- 
tain from private sources the funds which were deemed necessary. 
Attention was specifically directed to the needs or alleged needs of 
small business. 
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Certainly it cannot be argued that we are still in the midst of the 
depression and that consequently the RFC is needed to ease the 
impact of a depression. The fact that the conditions which led to 
its creation no longer exist speaks for itself. Generally speaking it 
should be an established policy that all emergency institutions of 
Government be liquidated when they have served the purpose for 
which they were brought into existence 

In June 1934 RFC received its first authoritv to make direct 
loans to business. It is significant that one condition for extending 
credit was the requirement that the funds could not be obtained 
from regular sources at prevailing rates and that the borrower give 
evidence of being able to repay the loan. Another condition was 
that the loan must contribute to continued emplovment and that 
the primary consideration should be given to public interest rather 
than to that of the individual borrower. 

The original restrictions have been liberalized from time to time 
both as regards the amount of individual loans and their maturity. 
The changes in 1938 provided that the Corporation could buy securi- 
ties as well as make loans to business enterprises. In 1947 the 
Corporation was empowered to make loans to borrowers who could 
not obtain funds from other sources on “reasonable terms.” 

This provision was retained in the revision of 1948 which assigned 
to the Corporation the responsibility for financing small business. 
Thus, step by step the original standards set up to govern the oper- 
ations of the RFC were gradually relaxed and the stage set for the 
Corporation to enter into a long series of direct business lending 
operations which have led to the many abuses recently brought to the 
attention of the public. 

The argument that the RFC must be continued in order to assist 
business, particularly small business, is not-very convincing when the 
record of its activities in recent vears is analyzed in connection with the 
financial needs of business. Edward H. ( ‘ollins in his column entitled 
‘The Bank that Came to Dinner” in the New York Times of April 23 
presented convincing evidence that the RFC’s continuation cannot 
be justified on the basis of its loans to business particularly small 
business, 


He observed that 


1) The period of greatest lending activity by the RFC was not during the times 
of depression or subnormal business, but during the postwar inflationary boom, 
when sound banking policy dictated a restrictive policy: and (2) only a minute 
fraction of its lending, even then, could be accurately described as small-business 
fina ell 


This position is supported by the annual reports of the RFC for the 


vears ending June 30, 1949, and 1950 which show that the total of 


business loans made by the RFC in 1949 fiscal vear amounted to 
$349 million, of which more than $200 million was accounted for by 
93 loans averaging more than $2 million in size. Although half the 
bank’s loans, numerically, were small loans, $25,000 or less, these 
amounted to only $17 million. In the 1950 fiscal vear, total lending 
activity increased although the number and amount of small loans 
accounted for about the same proportion of the total as in fiscal 1949. 
Out of an aggregate of $534.1 million, loans of $25,000 or less totaled 
only $30.1 million, or less than 6 percent. 
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Senator Futpricut. Mr. Gay, have you given any thought to this 
problem: Assuming that it is not abolished, have you given any 
thought to the question of the legislation here that has been introduced 
in S. 515, applving to RFC? 

Mr. Gay. Is that the one that establishes a limit to the amount of 
loans that might be granted by RFC? 

Senator Futsrieur. It is the bill which in a sense reorganizes the 
RFC in many respects. Have you given any study to that bill? 

Mr. Gay. No, sir. 

Senator Futsricut. In other words, we would like—well, let us 
assume it is not abolished, would vou not like it to be tightened up 
and made a little more efficient than it is? 

Mr. Gay. Our position is that it should be abolished 

Senator Futpricut. | understand that. 

Mr. Gay. We have no compromise with that, Senator 

Senator Futspricut. | understand that, but you understand you do 
not always get what vou want in Washington. Let us assume it is 
not abolished. Have vou no interest at all in making it a better organ- 
ization than it is? 

Mr. Gay. Of course; naturally. 

Senator FuLtpricutr. And vou have given no thought whatever to 
that bill? 

Mr. Gay. No, sir 

Senator FuLtpricutr. Did anybody tell you you thought it coula be 
abolished? 

Mr. Gay. No. 

Senator Futsricgur. You have no idea whether it can act 
done? 

Mr. Gay. No, sir. 

Senator Futsricut. It seems to me you waste a lot of time in 
chasing after an illusion. 

Mr. Gay. Well, your subcommittee spends a lot of time 
subject, Loo, sir. 

Senator FuLtpricut. But not on anything where we had reasonable 
grounds to believe that it could be accomplished 

Mr. Gay. I hope we may contribute toward that end, and that 
the reason | am here, Senator 

Senator Funsricur. | had hoped vou also gave consideration to 
the other proposal, which is to trv to improve the organization that 
isin being. You do not know, and I do not think anyone can assure 
vou that it will be abolished until at least it expires under the existing 
legislation. 

Mr. Gay. That is correct, sir. 

Senator Futsricut. It would be very helpful to the committee to 
have vour views on the legislation which has been proposed to im- 
prove it. 


is 


Mr. Gay. As I say, our consideration was given only to the matter 
of liquidation. 

Senator Futsricut. Would you mind submitting a memorandum 
to the committee as to your views on the legislation that has been 
proposed, assuming that it is not abolished? , 

Mr. Gay. I would be glad to, sir; ves. It might take a little time, 
because I either speak for myself or speak for a group of men who do 
study the problem, and in that sense I would represent them 
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Senator Futsricut. I would certainly like to have your views on 
that bill, whether you are for it or against it, assuming that the RFC 
is to continue. 

Mr. Gay. Yes, sir. 

(The following was later received for the record:) 


STATEMENT on S. 515 


When I, Roger Gay, representing the National Association of Manufacturers, 
was making a statement on the Reconstruction Finance Corporation before the 
Senate Banking and Currency Committee on May 1, 1951, I was requested by 
Senator Fulbright to comment upon 8. 515, a bill introduced by Senator Fulbright 
on January 15, 1951, to amend the Reconstruction Finance Corporation Act. 
It is in reply to that request that this statement is now submitted. 

{t is of course recognized that the new bill would modify the RFC Act in 
several respects. ‘The changes would, in my opinion, render the Corporation 
less objectionable than its present form, but the question still remains, ‘‘Do we 
actually need such a Corporation at the present time? What public service will 
it serve that cannot be rendered by existing private organizations?”’ I am still 
of the firm opinion which I stated before the Senate Banking and Currency Com- 
mittee that the RFC has outlived its original purpose and that public welfare 
would be hest served at this time if the Corporation were abolished. The 
reasons underlying this general conclusion may be summarized as follows: 

1. The RFC was brought into existence in 1932 and greatly expanded in 1933 
as a depression agency. The need for it in this respect has long ceased to exist 
and the Corporation has no essential value or place in a period of national 
prosperity. 

2. It is not needed to finance national defense. Provision has or is being made 
to provide for the financing of the defense and rearmament programs. If future 
developments should demonstrate that Federal funds should be used_in financing 
certain areas of our economy, such financing can better be performed by other 
departments or agencies. 

3. The argument frequently made that the RFC is needed by small business 

certainly not substantiated when the scope of the Corporation’s activities in 





+} 


. : : 
s field are considered 
; 


1. It is not suitable as a stand-by agency. If it were retained on that basis it 
would either engage regularly and continuously in various activities or it would 
be unprepared if an emergency actually arose. In view of this it would be ad- 


visable to organize a new corporation if an emergency arose requiring the services 


of a governmental agency in this field. 

5. It is frequently argued that the RFC is a profit-making organization and 
can be operated without cost to the community. In the first place the Govern- 
ment should not be in business for a profit. In the second place the Treasury 
has provided the funds at a ridiculously low rate of interest. This is not sound 
and should not be tolerated. 

6. At a time when desperate efforts are being made to stop inflation, it would 
be most unwise to continue a lending institution which would be outside of the 
scope of the Reserve System’s control mechanism. It might become a very in- 
flationary institution. 

The past record of the RFC has tended to discredit it in the mind of the 
public. The conditions under which the last Board of Directors were relieved 
and the appointment of a new Administrator has caused many to regard its opera- 
tions with doubt 

8. A mere reorganization will not serve to correct the sins of the past. One 
Governor instead of a Board of Directors will not insure public confidence in the 
future operations of the Corporation. 


a 
7 


THE OLD VERSUS A REORGANIZED RECONSTRUCTION FINANCE CORPORATION 


If on the other hand, it is determined for some reasons to retain the Reconstruc- 
tion Finance Corporation in some form, it is fair to raise the question ‘‘Would 
the present bill serve to reorganize the Corporation in such a way that it would be 
preferable to the Corporation in its present form?” If it were a matter of choosing 
between the two, T would regard the present bill as a substantial improvement 
over the “old” or existing Corporation. Under the new set-up it would be less 
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objectionable from the point of view of business in general. It would have access 
to less funds than it had during and following the Second World War. It would be 
forced to operate in a more restricted area. The reasons underlying these general 
conclusions may be summarized as follows: 

1. The provision limiting the amount of funds which may be obtained from the 
United States Treasury to $1,300,000,000 is sound. This is a large amount to 
be sure, but the bill does fix an upper limit. This does not mean that we believe 
that it is desirable to use taxpayers’ money in this form and to this extent we do not. 

2. A one-man head for the RFC is better than the old Board of Directors. 
It fixes responsibility and facilitates the operations of the Corporation. In this 
way new leadership has already been made available. This should help to restore 
some of the loss of prestige which the Corporation has suffered in the past several 
months. 

3. The restrictions as outlined in section 4 limiting financial assistance not ot her- 
wise available, either directly or in cooperation with banks and other lending 
institutions is commendable. 

1. Another desirable restriction has reference to agreements to participate in 
loans by the Corporation when its disbursements are deferred “In agreemce ~ 
to participate in loans, wherein the Corporation’s disbursements are deferred suc 
participations by the Corporation shall be limited to 70 percent of the balance of 
the loan outstanding at the time of the disbursement in those cases where the 
total amount borrowed is $100,000 or less, and shall be limited to 60 percent of the 
balance outstanding at the time of disbursement in thos« ses where the total 
amount borrowed is over $100,000. 

5. Another desirable restriction is found in the provision limiting the total 
amount of funds in certain categories. For example, for floods or other catas- 
trophes $40 million; for construction purposes to $200 million; and for financial 
assistance to insurance companies $15 million. 

6. The fact that all loans in excess of $100,000 must be approved bv the Gov- 
ernor of the Reconstruction Finance Corporation is a step in the right directior 


7. The section providing for the transfer of certain loans now held bv the Cor- 





poration to other agencies Is sound It is a recognitio1 at the ( rpora 
should not have made such loans in the first place For exampl ans made to 
Republic of the Philippines are transferred under this bill to the Export-Import 
Bank: loans extended to the United Kingdom and Norther Ireland will go to 
the Secretary of the Treasury 

8S. Other provisions similar to these referred to above ar led he nev 
bill What we have cited include what we consider the n mportal hanges 

We should like to point out azain that this bill encourag: of taxpavers’ 
money and thus tends to bring about an expansion of the n supply tl 
an increase in bank deposits. This practice may be just a ionary as anv 
type of bank loan. It is now generally known that the Board vernors of the 
Federal Reserve System is striving manfully to check the e f bank deposits 
throuzh bank loans and in that way stop the upsurge in commodity prices. The 
action of the Federal Reserve to check the expansion of bat vans is proof of the 
fact that such tactics are or mav be highly inflationary 

This tvpe of meeting emergencies or business needs is unsound for the rea 
that it undertakes to give help to particular enterprises o1 nesses wit it 
attacking the fundamental underlving economic factors Financing carried out 
under these general methods is not likelv to be subjected to r ilar credit stand 
ards. Thev are apt to be made more on the basis that funds are wanted than 
on the basis that the borrower is a sound credit risk. Anv tendeneyv to continue 
in business with weak, badly managed concerns will, of course, tend to weaken 


the economy in general without vielding equal compensating benefits through the 
production of goods or sery ices. 


In conclusion we might reiterate the statement that we feel that the Fulbright 
subcommittee has performed a commendable publie service in bringing out the 
weaknesses and abuses of the Reconstruction Finance Corporatio1 We also 
feel that the bill under discussion, if enacted and put into effect, would bring 


about some desirable changes in the structure and operations of the Corporation 
We do not feel, however, these changes are sufficiently meritorious to justify the 
continuation of the Corporation. There is nothing in this new plan to assure the 
public that the old abuses would not creep into the operations at me time in 
the future If the Corporation is to be continued its operations should be severely 
restricted in order to avoid not only the inflationary dangers but also to keep to 
minimum the extent to which the Federal Government puts itself into business. 
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Mr. Gay. In connection with the current discussion regarding 
RFC’s aid to business it is worth recalling the following comment by 
the Hoover Commission task force on lending agencies, January 1949: 

The majority of the loans now being made by the Corporation are smal! loans 
to finance new businesses or the acquisition of existing businesses by new owners. 
They include loans to such enterprises as small construction contractors, country 
general stores, restaurants, laundries, retailing establishments, food processors 
dairies, hotels, flying schools, beauty shops, photographic studios, soda fountains, 


and individuals engaged in professional pursuits. These are important enter- 
prises, but, individually, they are not significant from a national standpoint. 
The assistance extended by RFC in many of these cases may even have a negativ: 


value from the national point of view in that it encourages the continuance of 
ventures which should be permitted to discontinue, and in that it prevents their 
owners from going on to oecupations for which they may be better suited. Any 
tendency to perpetuate mistaken enterprise will weaken the general economy out 
of all proportion to the individual gains which it may make. 

It has frequently been stated that small business has been unable 
to obtain the funds needed to assure a normal development of new 
small businesses. Without such aid and encouragement it is held 
that small business enterprises will decline and as a result there will 
be less competition in our economic system. Statistics show, how- 
ever, that new businesses are continuously started and that the small 
business units continue to occupy an important place in the economy. 
Since most new businesses when started are small it is significant that 
according to the Department of Commerce the number of firms in 
existence increased from about 3.1 million in 1929 to almost 4.0 million 
in 1948, an increase of nearly 29 percent. 

Despite the fact that many demands for credit and equity funds 
for small business go begging, evidence is lacking to show that the 
shortage is as serious as many critics would have us believe. This 
conclusion is supported by the results of an inquiry made by the NAM 
among its members, published in a report entitled “Financing Small 
Business.” 

In reply to the question: ‘‘Are you in immediate need of addi- 
tional funds for financing your business?” only 12 percent of the 
3,221 respondents said they were in need of such funds. There was a 
strong probablility that a considerable portion of the 12 percent who 
needed additional funds would be able to obtain them through re cular 
commercial channels. 

In order to compare the past financial experience-of industrialists 
in obts aining funds with the current situation, manufacturers were 
asked: ‘‘Have you during the past decade, 1939-49, failed to obtain 
additional funds when you needed them?” Only 7 percent of the 
3,221 companies re plying said they had failed to obtain the funds 
needed during that decade. 

Senator Futsrigutr. Do you not think 7 percent is of some sig- 
nificance? 

Mr. Gay. Yes, I think they were not entitled to the money, anyway. 

Senator FuLtspricgur. You mean they did not get it because they 
were a bad credit risk? 

Mr. Gay. That is the reason they did not get it, in my opinion. 

Senator Futsrigut. Do you have any reason to support that? 

Mr. Gay. In our committee which studied this problem, which 
consists of 150 businessmen, I was quite vehement on this matter of 
small companies obtaining funds when they were justified in obtain- 
ing them through the regular sources. One man started to give me 


ETT 
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an argument, and I said, ‘‘What’s the matter with you, did you not 
get money from the bank?” And he said, “No, they would not give 
it to me.”’ I said, ‘‘Were vou entitled to it?” He laughed and said 
“Frankly, no.” 

That is the reason for my making the statement—that he admitted 
to me he was not honestly entitled to the money. 

Senator Capesart. May I ask a question which I think is pertinent 
to this discussion? I think we ought to get the record from RFC. 
I am of the opinion that RFC turned down at least 75 percent of the 
applications that are received for loans. Does anybody know about 
that? 

Mr. McKenna. Less than 50 percent of business loan applications 
were granted, according to last vear’s annual report submitted to the 
Congress by RF¢ Je 

Senator Capenart. In other words, RFC still turned down over 
50 percent of the loans; that is official, is it not? 

Mr. McKenna. It is in their annual report to the Congress for 
the fiscal vear ending June 30, 1950. 

The CHarrMAN. Let us put the exact figures in the record 

Senator Capesartr. How many did they turn down, as I think it 
has some bearing on the 7 percent? 

Mr. McKenna. If you will just take a moment, I will read it 


\pplications were received from 13,086 business enter} 


rprises during the fiseal 
vear 1950 * ' * Commitments for loans in the gross amount of $593.6 
million, ineluding $70.9 million of participation by ba e au ‘J 1 to 
5,506 of those applicants seeking assistance. 


In other words, 5,506 were granted out of 13,086 applications 

The CHatrMAN. There were more not granted than approved. 

Mr. MeKenna. Roughly 50 percent were not granted; it is a little 
over 50 percent, nearer 58 percent, if vou include withdrawals with 
those rejected, Actually, 4.570 business loan applications were 
declined 

Senator Capenarr. Why did they turn them down? 

Mr. MeKenna. There is no exact basis for an immediate answer 
to that. It would be for a variety of reasons, Senator. Some were 
withdrawn, some of them had financing elsewher: It would take a 
case-by-case analysis to determine an answer to that 

Senator Bricker. And many not good risks. 

Mr. McKenna. Yes. 

Senator Capenartr. Was the public interest served by not granting 
the 7,000? 

Mr. McKenna. I do not know, sir. 

The CHatkMaANn. That again is a question to be answered case by 
case, because I know some applications were turned down that were 
certainly worth while and should have been approved, as they were 
later approved by banks. 

Mir. MeKenna. Senator, asa comparison, for the fiseal vear ending 
June 30, 1949, 8,156 applications for business loans were made and 
3.5909 commitments were eranted. So that represented a oreater 
amount of business loan applications not granted. 

Senator Capenart. Over 5,000 were turned down? 

Mr. McKenna. That is right, 4,647, vou might say roughly 5,000 
were not granted. 
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Senator Capenart. I would be interested in knowing why they 
turned them down. 

The CuarrMan. Let us authorize Mr. McKenna of the staff to go 
down and get all the information he can on why they were turned 
down, the amounts that were turned down, the sizes of the ones that 
were turned down and approved, and whatever other pertinent in- 
formation can be made available for the record. 

Without objection that will be done. 

(The information referred to follows: ) 


STarF MEMORANDUM 


During the May 1 hearing on pending bills affecting the Reconstruction Finance 
Corporation, you instructed the staff to obtain for the record pertinent informa- 
tion concerning the reasons why RFC has declined business-loan applications. 

This memorandum utilizes information on this matter obtained by subcom- 
mittees of this committee for the periods from July 1, 1946, to October 31, 1947, 
and for the year 1949. It also includes information for the fiscal year ending 
June 30, 1950. This gives as widespread a sampling as is currently available. 

Information on this problem relating to the 16-month period from July 1, 
1946, to October 31, 1947, was gathered by the Special Subcommittee To Investi- 
gate the Reconstruction Finance Corporation created pursuant to Senate Resolu- 
tion 132 of the Eightieth Congress. Senator C. Douglass Buck, of Delaware. 
served as chairman of that subcommittee. On page 458 of part II of the hearings 
held by that subcommittee appears a statement concerning declined business- 
loan applications, being a part of exhibit 37, entitled “Statement of C. Y. Dodds, 
Chief, Small Business Division, Reconstruction Finance Corporation, January 
14, 1948.”’ The pertinent portions of the statement are quoted as follows: 

“Applications declined are shown above in the number of 2,685, involving 
$280,510,579 for the 16 months under consideration. The Corporation has no cur- 
rently maintained analysis of the reasons for decline similar to that given for 
withdrawals because, as policies and analytical techniques developed and were 
refined, there gradually emerged a pattern of reasons for declining to make loans 
which has assumed a certain degree of regularlity which varies little, if any, from 
commercial experience. 

‘his pattern is indicated in the following figures which were developed from a 
spot check of 333 applications declined in five recent representative months as 
shown below. Not all declines in those months were considered. To avoid 
distortion, first, only declines of $100,000 or less were used and, second, no de- 
clined GI applications were used. The results may therefore be considered as a 
representative cross section insofar as it pertains to small business: 


f i —— Per- July Octo- | Febru-; June | Octo- 
Reason for decling Total cant i 1946 (ber 1946. ary 1947, 1947 ber 1947 
Insufficient collateral 230 69.0 * 32 26 83 53 
Earning ability not demonstrated 218 65. 5 20 29 35 RQ 15 
Excessive debt retirement 121 36.3 15 15 15 45 0 
Inexperienced management 75 22. 5 16 10 18 19 12 
Insufficient equity investment 42 12.6 12 13 7 10 
Promotional venture 42 12.6 7 15 S 5 - 
Insufficient working capital 33 9.9 5 10 { 10 { 
Poor moral risk 24 7.2 9 12 2 ] 
Unacceptable collateral 23 6.9 9 4 9 10 
Bank will not participate 17 5.1 6 7 1 2 1 
Not eligible 13 3.9 1 7 5 
Excessive cost of purchases 4 ie 1 2 1 
Too-long maturity sought 2 6 1 1 
Total 844 |... 119 150 130 283 162 


Number of declined applications 


1 In terms of 333 decline applications considered. 


“From the foregoing it will be noted that 69 percent of the 333 applications 
considered had ‘insufficient collateral’ as one reason for decline, and 65.5 percent 
were declined, among other reasons, because of ‘earning ability not demonstrated.’ 
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Between these two and the third listed reason there is a wide gap percentagewise, 
bute from that point on down the progression of decrease is relatively steady. 
“All but a few of the reasons listed are self-explanatory. ‘Excessive debt 
retirement’ means that too much of the loan requested would be used to pay off 
old debts. ‘Insufficient working capital’ indicates that the loan requested or 
that could be supported by the collateral offered would leave no funds for day-to- 
day operations after the other purposes of the loan had been fulfilled. ‘Bank 
will not participate’ shows that there is a bank already in the picture which will 
be paid off from the proceeds of the RFC loan but which will not agree to par- 


ticipate in the new loan. ‘Excessive cost of purchase,’ means that RFC believes 
the applicant is paying too high a price for any one or more of several things he 
proposes to purchase with the loan proceeds. At this point it is scarcely necessary 


to add that few loans are declined for simply one reason. 

It is interesting to note the assertion that the pattern of RFC’s reasons for 
declining business-loan applications varies little, if any, from commercial 
experience. 

For the fiscal year ending June 30, 1949, RFC was requested by the Joint 
Committee on the Economic Report to analvze its reasons for declining applica- 
tions for business loans. REFC’s reply is incorporated as part of the record in 
hearings held by the Subcommittee on Reconstruction Finance Corporation of the 
Senate Committee on Banking and Currency on May 8 and 9, 1950, and appears 
on pages 21 to 23, inclusive, of those hearings as follows: 

“Declined applications.—Table 6 gives the primary reasons for the declination 
of loan applications during 1949. It should be pointed out that very seldom is 
an application declined for only one reason. Usually two or three or more 
reasons are cited; however, the table shows only the primary reason. 

“No application is declined without the most thorough review, both in the 
field and in Washington. While the agency offices are authorized to approve 
direct loans of as much as $100,000, and participations to as high as $350,000, 
they are not authorized to decline any application, no matter how small. When 
an agency recommends that an application be declined, it forwards all the 
pertinent data to Washington. The Small Business Division, which acts as a 
sort of special advocate in applications for $100,000 or less, makes a careful 
study of each case in an attempt to find some basis upon which a sound loan can 
be made. Applications for more than $100,000 are given, the same compre- 
hensive scrutiny by the examining staff of the Corporation. Only when these 
examinations fail to demonstrate any possibility of a sound loan, is the agency 
instructed to inform the applicant of the declination. 


TABLE 6.- —Re asons for decline of RFC business loan applications 1949 


2 
Number | ] 

Insufficient collateral 1, 862 Oe. e 
Earning ability not demonstrated or assured for future 471 4. 
Excessive debt retirement 24 7.5 
Unacceptable collateral 15S 1.9 
Insufficient working capital (after loan 132 1.1 
Management factors 19 bei 
Insufficient equity capital (including disproportionate debt-net-worth ratio 7 2.4 
Need for RFC funds not demonstrated 69 2..2 
Promotional venture i( 1.2 
Not eligible 22 7 
Purchase price of property in excess of appraised value. $ 
Lack of applicant cooperation 1] 

Other ase ; ) 9 

Total_. vs ae 3, 225 (K 


‘To illustrate the reasons shown in the above table, a number of declined 
applications were analyzed, with the results given below. 

“Insufficient collateral—Table 6 shows that more than half of the declinations 
are primarily because of insufficient collateral. ‘To determine how the applica- 
tions declined for that reason compared with those applications which wer 
approved, an analysis was made of 56 declined applications, with the results 


me 


shown in table 7. 








186 RFC ACT AMENDMENTS OF 1951 


TaBLE 7.—Comparison of security offered on approved and declined applications 


7 
Approved Declined 
applica- " 
tions (from| ®PPplica- 
table 4 tions 
Loan value of collateral as percent of amount authorized or declined 128.8 67.1 
Loan value of collateral plus secured guaranties as percent of amount authorized 
or declined 136. 4 67.6 
Loan value of collateral as percent of appraised value 52.8 40.7 
Appraised value of collateral as percent of amount authorized or declined 244.0 164. 7 


“As stated earlier, the ‘loan or liquidating value’ of collateral is the examiner’s 
estimate of the amount which the collateral would bring under forced liquidation, 
and represents the maximum amount which could be loaned against the collateral 
without taking into account other credit considerations. In the sample of de- 
clined applications studied, the loan value of the collateral offered amounted to 
only 67.1 pereent of the loans requested, while in the case of approved applica- 
tions it was found that the collateral was sufficient to support a greater amount of 
loans than actually approved. Even when the secured guaranties offered were 
taken into account, the collateral offered to support declined applications was 
far short of being adequate. 

‘Using another measure, it appears that the appraised value of collateral offered 


was nearly 2! times the amount of approved applications, while for declined appli- 
cations it was only about 123 as great. In this connection, it will be noted that the 


percentage of loan value to appraised value on declined applications was lower 
than the comparable percentage for approved applications. This is primarily 
because the collateral offered on declined applications was, in many cases, of a 
nature which made it impossible to assign to it a liquidating value amounting to 
more than 10 or 20 percent of its appraised value. Take, as an example, a soft- 
drink bottler who offered as the major part of his collateral the bottles and cases 
he used in his business. The cost or replacement value of this collateral, as re- 
flected in the appraisal, was far greater than the loan value which could be given 
to it; if forced liquidation ever became necessary, it would be extremely difficult 
to find a buyer who would purchase supplies already marked with the brand of 
another concern. 

‘The liquidating value of the collateral may also be low in relation to the ap- 
praised value in cases where the appraisal figure includes large installation costs. 
When the costs of installing machinery or equipment are heavy, the costs of dis- 
mantling it for sale are also likely to be heavy, with the result that the liquidating 
value drops. In addition, collateral items such as trucks, earth-moving equip- 
ment, ete., are subject to rapid depreciation. In plain words, they wear out fast. 
It is obviously impossible to assign a liquidating value equal to appraised value, 
to equipment which will be worn out a year or more before the loan is paid. 

‘In the 56 declinations cited in table 7, the loan value of the collateral was 
clearly insufficient to support the amount applied for. Yet in only six cases was 
this (insufficient collateral) the only reason cited for decline. And in these six 
applications, the liquidating value of the collateral offered was less than 60 percent 
of the funds requested. 

“Tn the remaining 50 cases, a total of 88 secondary reasons were cited to support 
the recommendation to decline. These are reecapitulated below. 


TABLE 8.—NSecondary reasons fer decline of 5O appl cations which had been declined 
primarily for insufficient collateral 


\ he 

Secondary reasons: applicat 
Earning ability not demonstrated or assured for future i 37 
Exeessive debt retirement ‘ 12 
Management factors 5 11 

Insufficient equity investment (ineluding disproportionate debt-net- 

worth ratio 10 
Insufficient working capital (after loan fh 
Need for RFC funds not demonstrated 6 
Unacceptable collateral 2 
Lack of applicant cooperation 2 
Promotional venture l 
Purchase price exceeds appraised value of property 1 


Total 88 
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In the annual report filed with the Congress by the RFC for the fiscal vear 
ended June 30, 1950, a statement concerning declined business loan applications 


is found on page 11. This statement appears elsewhere in this record, having 
been inserted at the request of Senator Homer E. Capehart. At the request of 


the staff, RFC has supplied the following more complete analysis of the reasons 
for declining business loan applications during the fiseal year ended June 30, 
1950. 

During fiscal year 1950, the Corporation declined 4,570 applications for business 
loans. A broad statement of the reasons for declining these applications is 
given on page 11 of RFC’s annual report for fiscal year 1950. The table below 
gives more detail on the reasons for declination of these applications. In using 
this table, it should be borne in mind that the reasons tabulated are the pri- 
mary reasons; in actual practice, it is usually found that several reasons of varving 
weights will be advanced whenever an application is declined. 


Reasons why RFC declined applications for business loans, fiscal year 1950 


Primary reason for decline ‘ er | Percent 0 
‘ total 
Total declined 4, 570 00. 0 
Collateral insufficient to support a loan large enough to be of benefit to the apy 
cant 2, 596 6.8 
2. Lack of reasonable assurance that the loan could be repaid from « ngs 3¢ f 
Proposed loan provided principally for retirement of existing indebtedness 297 6 
+. Amount of loan requested disproportionate to equity capital investment 218 4.8 
5. Collateral offered was unacceptable 148 2 
6. Management of applicant inexperienced, unqualified, ete 135 3. 0 
7. Applicant would have insufficient working capital even though a loan was granted 128 2.8 
&. Applicant failed to demonstrate that private funds were unavailabl 122 2 
9, Applicant ineligible to borrow from RFC (nonprofit organization, et 59 1 
10. Applicant's proposal still in promotional stage 32 
11. Applicant proposed to purchase property at a price in excess of appraised It 26 


12. Miscellaneous reasons ; . 





























From the statistics for these three differing periods of RFC operations, it is 
noted that consistently the two primary reasons for declining applications for 
business loans have been insufficient collateral and insufficient prospective earn- 
ings. Section 4 (b) (1) of the RFC Act, as amended, presently requires that 
‘All securities and obligations purchased and all loans made under paragraphs 
(1), (2), and (3) of subsection (a) of this section shall be of such sor ind Value or 
so secured as reasonably to assure retirement or repayment * = +* ‘ Loans 
to business enterprises are authorized by paragraph (1) of subsection (a) of 
section 4 of the RFC Act, as amended. 

Wittram F. McKenna, Counsel. 

Senator Benron. May I ask a question, Mr. Chairman? 

The CHAIRMAN. Yes. 

Senator Benton. Do vou think if you polled manufacturers apart 
from the NAM you would get, roughly, these same figures, or do you 
think your membership tends to be above average in financial 1 
sources and stabilitv? It seems to me the 12 percent who say shay 
are in need of such funds among NAM members, and the 7 percent 
who say they cannot get the funds among NAM members, that those 
are rather large percentages. They may look small to you, but 
the v look big to me. 

Mr. Gay. NAM has approximately 16,000 members. It costs $50 
to belong to NAM. We assume, therefore, that those companies 
that are members of NAM have $50 and are interested in joining the 
association. Naturally, that is not the majority of manufacturing 
establishments in the country and it would be very hard for us to 
justify the statement if we were speaking for all manufacturers or all 
industry. I think, however, our 16,000 members employ, probably, 
90 percent of the labor in the country, regardless of what other 
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manufacturing establishments there may be. When you poll 16,000 
members and get 3,200 replies, that is a fairly good answer to your 
question. Of course, it is not perfect, but I cannot honestly say we 
speak for 16,000 people. It would be foolish to say that. 

Senator Benton. W ell, even if you took those percentages, it is 
typical of all manufacturers, I mean, all going companies. 

I would suggest that they are quite substantial ones, Mr. Chairman, 
because—— 

Mr. Gay. We thought those figures were very significant. 

Senator Bennerr. Mr. Gay, I wonder if at this point there is a 
record of the percentage of loans turned down by the private banking 
industry. I wonder if the Federal Reserve or any other Government 
agency can tell us approximately the percentage of business loans that 
are asked and rejected. 

Mr. Gay. Would it be fair to make this generalization, Senator 
Bennett, that the only reason people go to RFC is because they 
cannot get a loan from their regular sources? 

Senator Benron. Yes, that is true under the law. 

The CHAIRMAN. Some small banks do not have the facilities for a 
loan. I have known several loans that have been turned down in a 
small town where a bank was not big enough. That is an exception, 
but there have been those cases. 

Senator Benron. The RFC is not supposed to loan the money if 
the commercial banks will take the loan, so right away the RFC 
starts with 

Mr. Gay. I imagine what the banks turn down might be the volume 
done by RFC; might it not? 

Senator Bennerr. It is an interesting thought. As I remember 
the figure in 1950, there were 13,000 business loans asked for; in 1949 
there were something like 8,000 business loans asked for, and better 
than 50 percent of those were rejected, presumably after they had 
first been screened by the banking industry and then by RFC. When 
you get down to the point where ‘REC only made 3,000 business loans 
in a community with 4 million business enterprises, we are not looking, 
I think, at a serious all-pervading need for capital to maintain the 
American economic system. 

Senator Benton. If I could comment on that, Mr. Chairman. 

The CHairmMan. Without objection, go ahead. 

Senator Benron. I think a smart businessman does not go to a 
bank and put in an application for a loan when he thinks it is going 
to be turned down because he does not want to hurt his credit in the 
community, and if he is on good terms with his bank, he tries to avoid 
getting himself into that position, so 1 do not think the records of 
the commercial banks would necessarily be indicative of the feeling 
of the manufacturing community of their desire to get loans on capitis al. 

As to the RFC, we have just heard the witness say there are 16,000 
manufacturers in the NAM taking over 90 percent of the employ- 
ment, and I do not know exactly what base we should use in judging 
the number of RFC loans. But 1 think the re is a presumption that 
the RFC availability could potentially have had, over the past decade, 
a considerable influence on the attitude of private bankers. The very 
fact the RFC has been here, I do not know that, but I have heard it 
discussed many times among businessmen, whether they should go 
to the RFC, and the fact that it has been here as a possibility could 
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have had an influence on the banking community itself, and I believe 
has had an influence on the banking community itself. 

Senator Bennetr. I would just like to make this observation, 
Senator: You made the point earlier that many people do not like to 
goto banks. You cannot go to the RFC unless you first come through 
a rejection by a bank, so the people who do not want to go to banks 
or similar lending agencies do not have the facilities of RFC available 
to them. 

I realize this thing is all out in the blue. You cannot nail a figure 
down. 

Senator CaPpeHART. There are about 4 million business institutions 
in the United States. Out of the 4 million in 1950 RFC only loaned 
5,500 and they turned down about the same number. About 12,000 
made applications and about half of them were granted. Therefore, 
they are doing business with a very, very small fraction of the sum 
total of the 4 million. 

Senator Benton. Yes; I appreciate that. 

Senator Carpenart. Mr. Chairman, might I suggest that we place 
in the record at this point the reason the RFC gives for declining 
applications? 

The CHarrMANn. Without objection that will be done. 

(The material referred to will be found on p. 184.) 

Senator Capenartr. The Corporation declined 4,570 applications 
for business loans during fiscal year 1950. The amount of credit 
requested in these was about $47 1, 000,000. For more than half of 
these, the primary reason for declining was that the collateral was 
considered insufficient to support a loan in an amount large enough 
to be of benefit to the applicant. The collateral offered in the average 
declined application could be given a loan value equal to only about 
two-thirds of the amount of credit requested; for approved loans, the 
average loan value of the collateral exceeded the amount authorized 
by nearly 30 percent. In another large group of cases, the applica- 
tions were declined because it appeare .d that the prospective earnings 
of the applicants were not sufficient to provide for orderly repayment 
of the loans. 

Other reasons for declining loans included unacceptable collateral, 
lack of sufficient equity investment, inefficient or inadequate manage- 
ment, failure to demonstrate a need for RFC funds, and lack of 
adequate working capital even though the loans should be made. 

Senator Frear. Just as a comment on this point: Of the 5,500 
that were made, is it not true that all of the applications which were 
not made were not denied, some were withdrawn, and those that 
were withdrawn have had the benefit of experience in the RFC of 
putting many of these applicants in a position to go back to the bank 
and get credit after having done certain things that were necessary. 
In many commercial banking institutions, when an application is 
made the »V do not LO in and offer assistance to these applic wns, So 
that they can put themselves in a position to be acce ne able credit to 
them. But the RFC does take the time and offers their assistance 
and gives them valuable information so that they can put themselves 
in a position so that a commercial bank will make the loan. 

Senator Capenart. | suspect there have been some examples of 
that. 
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Senator Bennett. I just wanted to ask the staff if your records 
there show the number of loans withdrawn out of the 13,000. 

Mr. McKenna. I think they do, sir. 

(The material referred to above follows:) 

Approximately one out of every five requests for RFC credit is withdrawn by 
the applicant before final action is taken. During fiscal year 1950, more than a 
third of the withdrawals were made because the applicants had been able to 


secure financing from other sources or had so altered their plans that borrowing 


was unnecessary. An additional one-third of the withdrawals were made because 
the applicants recognized that their plans were not sufficiently developed, and 
that more time was needed to perfect their proposals or to determine the trend 
of their operations. The remainder were withdrawn for miscellaneous reasons. 


Mr. Gay. It was particularly significant to have 85 percent of the 
reporting members say that they “neither needed funds now nor did 
they fail to obtain them during 1939-49.” 

There are many sources of credit for small business concerns such as 
commercial banks, insurance companies, wholesalers and suppliers, 
sales finance companies, and Government agencies. Taking small 
business as a whole, commercial banks constitute the most important 
source of short-term commercial and term loans. Small business has 
relied largely upon the entrepreneur himself, friends and relatives, 7 
retained earnings for equity funds. It is not a proper function of ¢ 
Government agency such as the RFC to supply risk capital. 

The American enterprise system has been developed over a long 
pe riod of vears. In recent vears it has become necessary to invest 
larger and larger amounts of funds to enable an individual or small 
group to launch successfully a new enterprise. The advocates justify 
Government aid on the ground that it is necessary for the future of 
the free-enterprise system as well as for the public welfare of the 
country. 

NAM members were asked to reply to this question: ‘“‘Has the 
Government helped small business?” Almost 73 percent, 1,734 re- 
plies out of a total of 2,376, of respondents replied that they did not 
believe that the Government had made any contribution to small 
business. About 15 percent said that the RFC and other loans had 
made some contribution. These replies indicate a strong preference 
for private financial he ‘Ip rather than the Government. 

They were asked: “How can the Government help small business?” 
The re plie s to this question were definite: 37 percent of the respondents 
said “revise the tax laws,’’ less than 9 percent said “facilitate loans to 
business,”’ nearly 23 percent. said for the Government to ‘“‘keep hands 

off business,”? and another 16 percent said the “administrative and 
financial efficiency of the Government” should be improved. 

Senator Bricker. Will you explain just a little bit further what is 
meant there, if vou know, when you say, ‘keep hands off business’’? 

Mr. Gay. I think the feeling has been that automatically a business- 
man is suspected by the Government for some reason or other. 
Instead of assuming that a businessman essentially is an honest fellow 
trying to make an honest dollar, the impression exists that someone 
is watching for him to make a mistake, the feeling being that the 
businessman is deliberately trying to do something wrong, either in 
restraint of trade, restriction of competition, or something like that. 
I think that is what those men had in mind when they replied that way. 
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Senator Bricker. What agencies of the Government would you 
feel were violating that concept of businessmen? The Federal Trade, 
for instance? 

Mr. Gay. We presume the Federal Trade Commission is the one 
we think of. I have had no personal dealings with them. But 
businessmen are very conscious of the laws under which they must 
operate and are very well aware of the Federal Trade Commission 
and its authority, and have a great deal of respect for it and are careful 
not to do anything wrong. 

Senator Bricker. You are not thinking of the war agencies? 

Mr. Gay. No, sir. 

Senator Benton. I have a special interest, as Mr. Gay is a con- 
stituent, so I am deeply interested in his testimony. 

Yesterday, in talking to President Hoover, it reminded me of the 
Committee on Economic Development’s recommendation for the 
establishment of capital banks, and it seems to me with the proposed 
abolition of the RFC it then becomes a greater need to heed thes 
percentages in vour report. Here at the bottom of page 9 you have 
another one, 9 percent said ‘facilitate loans to business.” | think 
that lends quite a substantial percentage, that 9 percent, that it is not 
only the Government that has suspicion toward business, but | 
think you would agree that the businessmen have some suspicions as 
they look toward Government. 

Mr. Gay. Correct. 

Senator Benton. So I think it is quite unusual among your NAM 
membership to have 9 percent show up saving the Government 
could help small business by facilitating loans to business. I wonder 
if your committee in its proposal to abolish the RFC has studied, or 
do you propose to study, the need for an alternative financial mech- 
anism over and above present financial mechanisms, such as the capital 
banks, as proposed by Dr. Kaplan, of the Brookings Institution, in his 
book written for the Committee on Economic Development, and as 
outlined in a bill Senator O'Mahoney now has before this committee. 

Mr. Gay. I cannot speak, of course, for the committee. | can 
speak personally, as a matter of philosophy. | _ not agree with 
the philosophy of capital banks myself. We are Connecticut Yan- 
kees, we came up the hard way, and I think that opportunity still 
exists in America. I like to think we can still do business that way 
without any help from a central agency of any kind 

Senator Benron. Of course, the capital bank, as outlined before the 
Small Business Committee, in which I was interested as a member, 
was to be owned by private financial institutions, not Ms ‘the Govern- 
ment. In other words, the plan was to have the Federal Reserve 
Board help originally finance vour capital banks and to have the owner- 
ship of these capital banks in the hands of the insurance companies, 
commercial banks, and other private financial institutions, trving to 
fill a gap for small independent business in getting itself equity capital 
and long-term capital, which is very difficult to get through Wall 
Street and through your investment banking apparatus which is 
devoted to larger businesses, and so on. 

Mr. Gay. Of course, I feel we can still do it through existing sources 
of credit, m\ self, 
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Senator Benton. On long-term equity capital? 

Mr. Gay. Yes, sir. That is a personal opinion, Senator. 

Senator Benton. I believe in line with Senator Fulbright’ Ss sugges- 
tion to you, by his bill for improving the RFC, that your committee 
might be interested in considering this problem and alternative finan- 
cial devices such as this capital bank, and I would very much like the 
views of the committee on it, if you study it. 

Mr. Gay. All right, sir. 

Senator Bennerr. May I make an observation, Senator? 

Senator Benton. I may say, President Hoover agreed in principle 
with the idea of the capital bank. 

Senator Benner. You will find it discussed on page 37 of this 
appendix that they have submitted. It is discussed in terms of the 
1950 bill, rather than the 1951 bill, which Senator O'Mahoney has 
just introduced. 

Senator Benron. Apparently, as Mr. McKenna has pointed out, 
the 1951 bill is a somewhat different bill, because it provides for direct 
loans but no insurance by the capital banks of loans made by financial 
institutions and the previous bill provided for such insurance as well 
as for direct loans. 

Senator BenNerr. Apparently the 1951 bill was not available to 
the NAM when this study was made. 

Senator seNTON. I think the 1951 bill partly grows out of Dr. 
Kaplan’s work for the Committee for Economic Development. 

Senator BENNETT. So they apparently have not overlooked the 
possibility of abolition. 

Mr. Gay. We will study it, Senator Bennett, in light of the new 
bill. 

Senator Benton. I think the opinion of Congress on whether the 
RFC should be continued will be partially determined on whether 
an alternative proposal such as the capital bank proposal seems much 
more suitable from the standpoint of the needs which are brought out 
by your own report, these percentages, the 7, 9, and 12 percent of 
your membership that expressed this opinion on behalf of the financing 
of smaller independent businesses. 

Mr. Gay. We will study it. 


(The following was later received for the record:) 
STATEMENT ON 8. 1529 


In addition to Senator Fulbright’s request, Senator Benton asked me if we 
would comment on 8. 1329, a bill introduced by Senator O’ Mahoney on April 12, 
1951. The stated purpose of S. 1329 is to “provide a means for supplementing 
the existing financial activities of banks and other financial institutions by the 
establishment of one or more regional corporations * * * their formation to 
be facilitated by authorizing the purchase of their capital stock by the Federal 

teserve banks. * * * Such corporations shall be authorized to invest in and 
make loans to both small and independent business enterprises organized upon 
sound business principles which supply an economically useful product or service, 
where the investment in or loans to such enterprises are in the interest of the 
national defense during periods of national emergency, or are desirable to promote 
the growth and expansion of such enterprises.” 


ORGANIZATION AND OPERATION 


The bill provides that there may be established corporations not to exceed the 
total number of Federal Reserve banks and branches (12 banks and 24 branches). 
A corporation may be established by not less than five persons and shall have a 
paid-in capital and surplus of not less than $5,000,000 before it shall commence 
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business. The board of directors for each corporation shall consist of nine mem- 
bers. The capital stock may be purchased by the Federal banks with a view to 
selling such stock ultimately to commercial banks or other private investors. 

Provision is made for a National Investment Advisory Council which shall 
advise and consult with the Board of Governors of the Federal Reserve System 
and make recommendations with respect to the operation of the corporations. 

The Secretary of Commerce shall promulgate standards to determine the 
eligibilitv of small or independent enterprises. 


POWERS AND LIMITATIONS 


Each corporation may borrow money, issue its debentures, bonds, promissory 
notes, or other obligations under regulations to be prescribed to the board of 
governors, but in no event shall the amount of such obligations exceed the amount 
of paid-in capital stock and surplus. 

Each corporation shall have authority to purchase and to resell to the issuer or 
to others, the income debentures, common stock or preferred stocks or other 
capital shares of small business enterprises eligible under this section. 


Without the approval of the board of governors the aggregate amount of obli- 
gations or securities acquired or for which commitment may be issued and which 
exceed the sum of $300,000 for any single enterprise shall not exceed 33% percent 
of the combined capital and surplus and maximum indebtedness of the corporation. 

THEORY UNDERLYING THE BILL 
This proposed bill is based upon the theory that a situation exists in which a 


large number of small or independent business enterprises need capital and/or 
credit but are unable to obtain such funds. The advocates of this and similar 


i 


bills in the past maintain that this failure to obtain funds is due to a number of 


reasons Which include: (1) Many small concerns do not have access to the securities 
markets, (2) there is a gap in our financial structure which can be successfully 
filled by these corporations, (3) small and independent business enterprises are 


necessary to the general public welfare and should, therefore, be helped, (4) small 
business cannot attract equity funds as easily as large corporations, (5) the cost 
to small firms is higher than that to large organizations, (6) there is a shortage of 
short-term credit, (7) without special assistance there will be a tendency for small 
and independent concerns to go out of business which may lead in some cases to 
monopoly conditions. 

We do not question the desirability or importance of small and independent 
business enterprises. We do not, however, believe that there is any real shortage 
of commercial credit. The vast expansion of bank credit since June 1950 should 
certainly prove that our financial system can provide ample bank credit. The 
large amount of trade credit which exists also supports this conclusion. This 
conclusion is further supported by the returns from a general survey made by the 
National Association of Manufacturers. Realizing the importance of small busi- 
ness to our national economy, the association in 1950 made a survey among its 
members to ascertain the financial needs of small business. Only 12 percent of 
the manufacturers who responded to the questionnaire said they were in immediate 
need of funds. Only 7 percent said they had failed to obtain needed funds during 
the decade 1939-49. 

The shortage of funds is in the field of equity funds. There are not enough 
funds to meet the needs of either large or small business. This condition will, no 
doubt, continue to exist in the future. Small-business enterprises find it more 
difficult to raise such funds than do large organizations. This type of financing 
is outside the scope of commercial banks. 


ARGUMENT PRO AND CON 


The proposal to establish these new corporations is based, we assume, largely 
upon the thought that they will provide equity or venture capital. They may, 
of course, make loans but we anticipate that their main operations will be in the 
long-term field. The proponents of this type of legislation hold that these cor- 
porations will fill a gap in the financial structure and hence provide funds not 
otherwi<e available. In support of this position it is argued that these corporations: 

1. Would provide equitv funds on a long-term basis and that they may buy 
the stock or obligations of other corporations which national banks and most 
state banks cannot and ought not to do. 


2. Would provide a new technique which is needed by small business. 
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3. Will probably be able to‘provide credit to small firms and corporations at 
rates lower than those offered by private sources. 

t. Could cover more than one community. 

5. Would give the small concerns more confidence and thus help to stabilize 
the position of small firms. 

We do not believe that these corporations are needed, and furthermore, they 
will, if organized, come into competition with private lenders and financiers 
and will not provide funds or services for which may be established. They would 
be given special privileges, for example certain tax exemptions, which are not 
available to private concerns. 

We summarize our objections to such corporations as follows: 

1. It is implied that all concerns that do not obtain all the funds needed, are 
worthy credit risks. Of course a large percentage of those who fail to obtain 
funds do so because private sources do not consider them good credit risks. 

2. It is doubtful whether such corporations would find any substantial number 
of worth-while requests which cannot be met by existing financial institutions. 

3. They will turn out to be just another Government or semi-Government 
agency Which is assumed to be needed. 

{. It has not been considered a sound policy to encourage national and other 
commercial banks to invest their depositors’ funds in stock of other private 
corporations. The current situation does not warrant such a drastic change of 


polcv now, 


5. There are already a number of privaie investment companies, for example, 
concerns for handling large family estates, investment trusts and insurance com- 
panies. These organizations constitute a more natural method of financing than 
would such institutions as herein proposed. 

6. The Federal Reserve banks were established to regulate commercial or 
short-term credit and to protect value of the dollar and thus give us a stable 
currency. They should not be asked to make loans to or provide funds directly 
for business on the one hand and regulate credit as a central banking system on 
the other hand. This in effect will put the Federal Reserve banks on ‘‘both sides 
of the street’’ at the same time, 

7. There is a grave doubt regarding the desirability of having the central 
banking system go into the business of providing equity funds for many different 
tvpes of business enterprises. This might well lessen the ability of the Reserve 
System to exercise credit restraints in the money market. 

8. Our own studies of the financial needs of small business indicates clearly 
that this tvpe of financial assistance is overemphasized. The need is much less 
than many would have us believe. 

9. It is proposed that these corporations will or should pass into private hands. 
This sounds good in theory but in practice it does not generally work out. Ex- 
perience shows that once such corporations are set up, sponsored and financed 
by the Government or semi-Government agency, there is little prospect that they 
will ever be transferred to private ownership. If the ultimate outcome is so 
doubtful that private sources will not provide the funds, the chances are not good 
that private funds will be available at a later date. 

10. They are likely to become involved in politics. 

Based upon past experience and currently existing financial conditions, we do 
not believe these corporations are needed. The private sources are adequate 
if properly used and applied. The past records of other Government lending 
agencies do not suggest that such financial institutions will prove useful. It is 
extremely doubtful if private lenders will buy any such shares in sufficient amounts. 
If this is true, the Federal Reserve banks will be compelled to provide the bulk 
of the funds for these new organizations. 


Senator Benton. In other words, abolition of the RFC will come 
closer to realization with the development of an alternative plan to 
meet this need, to take the place of the RFC. 

Mr. Gay. That is still not the answer in my book, Senator Benton. 
That is a compromise, that is negotiation; I understand that. 

Senator Benton. I am just making this comment for your com- 
mittee. 

Mr. Gay. Thank you, sir. 

These replies clearly indicate that businessmen generally do not 
regard the Government as the best source for financial assistance. 
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Only a small number felt that the RFC should be relied upon for this 
purpose. It must be concluded from these replies that a large sector 
of manufacturers do not regard the RFC as being necessary to finance 
small business. The contribution of the RFC to small business has 
been greatly overemphasized. By no stretch of the imagination could 
it be called the ‘savior of small business.”’ 

Aside from the small-business argument, it is contended by many 
proponents of the RFC that its facilities are required in the financing 
of the defense program. So far as defense contracts are concerned, 
it is well known that the so-called Federal Reserve V-loan program 
prov ides the contractors with a means by which they can obtain funds 
This program which utilizes established comme rele al channels is much 
more desirable than the deviation of taxpayers’ money via the RFC 
[t can hardly be maintained that the RFC is an indispensable agency 
in financing the defense production program of this country. 

Problems which may arise in financing the defense program must 
be viewed from a broader base than any policy which may be adopted 
with respect to the RFC. Such difficulties as may be encountered 
can be directly traced to the Federal tax structure and policies. It 
seems the height of futility to tax away so large a part of the earnings 
of private business that private-c apital formation becomes impossible 
and consequently have the Government provide capital funds which, 
in the first instance, it has taken away from business. 

[t must be obvious to everyone that the Government has no capital 
of its own with which to build plants and engage in production. If 
instances arise where because of current Government tax and other 
policies private capital cannot undertake to build specialized war 
plants, it would be better to have the necessary loans financed by or 
through the established departments concerned than through the 
RFC. Congress and the taxpayers could then more readily judge 
the manner in which public funds have been used and decide whether 
the public welfare has been properly served. 

The lending business of the RFC is and has been no doubt con- 
ducted in a political atmosphere which a mere change of manage- 
ment cannot eliminate. The investigation by the Fulbright sub- 
committee emphasizes the unsound features of many of the direct 
loans made to business both as regards the economic purposes and 
the financial standing of the companies helped. Senator Byrd has 
referred to it as “an agency which is being used as a workshop by 
get-rich quick political predators.”’ 

The Fulbright subcommittee has rendered a valuable public service 
in revealing the serious mistakes made in the operation of the RFC 
in recent years. The question is whether any reorganization would 
assure that it would not again soon find itself in the same difficulties. 
We believe that it ine vitably will. 

The basic problem is that the RFC is not answerable to the sup- 
pliers of its funds in the same manner as a commercial bank is to its 
depositors. Since the RFC obtains its funds from the Treasury 
which in turn has obtained them from the taxpayer a strict account- 
ing such as a commercial bank is required to make becomes impos- 
sible. As one authority has stated everybody’s money becomes 
nobody’s money. 

The contention that the RFC has earned a profit and should be 
retained as a bulwark against another depression without placing a 
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burden upon the taxpayer is not relevant and does not justify the 
continuation of the Corporation. The success or failure of the RFC 
cannot be measured in terms of profit and loss. Public agencies are 
not established and operated for profit but for the benefits which 
they render to the entire community. Even if the making of profits 
were not contrary to the basic principles of our form of government 
acting in behalf of the public welfare, there would still remain the 
questions of: How profitable have been the past operations of the 
RFC? How are the profits measured? 

The Corporation obtains its funds from the Treasury which, in 
turn, has obtained them from the public in the form of taxes. The 
RFC paid 1% percent to the United States Treasury, but loaned the 
funds to business at 4 percent, a rate which later was raised to 5 
percent. Here is the real reason why the Corporation has been able 
to show a book profit. However, the books have yet to be closed and 
a true accounting made. This point was well stated recently by 
Senator Byrd on the floor of the United States Senate when he said: 

Any estimate as to such profits, however, must await the liquidation of nearly 
$1 billion asset of the Corporation which is invested not in loans but in the 
ownership of property that has been taken over by the failure of borrowers to 
make the required payment. This liquidation will show definitely whether or not 
the RFC has made or lost money and in no other way can this be ascertained. 

There is no way at this time of determining just what the profit 

loss has been on the past loans. The interagency dealings by 
which funds are borrowed from the public by one agency at one rate 
of interest and loaned by another agency at a lower rate is bad enough, 
but when the RFC in turn lends these funds back to the public at a 
higher rate of interest, the cost problem becomes insoluble. It is not 
known what the risk element is in the loans now being made but since 
the full cost of funds is not charged to the RFC, it should not be 
assumed that the operations of the RFC may be carried out without 
cost to the Government. Under these circumstances, the profits, 
if any, may be overstated or the losses, if any, may be understated. 
The true situation is not revealed. 

Whether the type of banking operation undertaken by the RFC 
is an appropriate function of Government and in the public interest 
may be judged on the basis of broad principles. It is certainly not 
the function of Government to make profits. If it does so, it defeats 
the very purpose of private enterprise. On the other hand, if it runs 
an operation, such as the RFC, at a loss, it is diverting the taxes paid 
by the more efficient producers to subsidize the less efficient or ineffi- 
cient producers. 

A policy of deliberately incurring losses would not be in the public 
interest, nor would it be favored by the public. When Government 
competes with private enterprise, it is undercutting the sources of 
tax revenue. Government has no funds of its own. Government 
enterprise must necessarily choke competing private enterprise. In 
turn, the consequent. diminishing area of taxation intensifies the tax 
burden upon remaining private enterprise and further increases the 
handicaps under which private enterprise is unfairly required to 
compete with the Government. 

While the national defense and the small business arguments are 
those most frequently advanced in favor of the continuation of the 
RFC, another argument made is that the Corporation should be 
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retained as a stand-by agency in the event of a national emergency, 
such as a serious depression. This argument is not convincing. 
First, it assumes that another major depression necessarily must 
occur, a contention which business does not accept. Moreover, it 
is not in the public interest to keep alive an institution on the assump- 
tion that it will mitigate the effects of some such future national 
emergency, the time, the nature or the scope of which is unpredictable. 

If the RFC is kept alive and active, then efforts will be made to 
keep it engaged in various operations to justify its existence. This 
would no doubt mean that it would be engaged in normal times in 
operations which should be carried on by private organizations. The 
experience gained under such operations would not necessarily fit the 
Corporation to meet the economic problems of another emergency. 

The CHatrMan. Mr. Gay, Senator Capehart and myself have an 
important meeting at 12 o’leock. I will ask Senator Frear to continue. 

1 understand we have three other witnesses here, and | am wondering 
if the committee would care to meet this afternoon at 2:30. 

I realize it is an inconvenience to you gentlemen, but under the 
circumstances we will meet in this room at 2:30 this afternoon. 

Senator Frear. You may proceed, Mr. Gay. 

Before proceeding, sir, at the bottom of page 10, the last sentence, 
I think that is a very enlightening remark and I am glad to see that 
in there, Mr. Gay. 

Mr. Gay. I had quite a time getting my committee to accept that, 
too. That is the way I feel. 

If the Corporation is retained on a truly stand-by basis and cur- 
rent operations were curtailed as some advocates suggest, it would 
still raise a serious personnel problem. How could we expect to 
maintain able administrators if they had only limited, unimportant 
activities to carry out? Under such conditions, the Corporation would 
lose its best qualified employees and would not be prepared to meet 
an emergency, if it arose. Hence an internal reorganization would be 
necessary before the RFC could meet effectively a real economic 
crisis. 

RFC as a lending institution does not come under the supervision 
of the Federal Reserve Board. Consequently, action taken by the 
Federal Reserve to reduce inflationary pressures can in part be nulli- 
fied by the activities of the RFC. We believe that one of the primary 
dangers threatening our economy is inflation. Without a healthy 
and sound economy our national security is impaired. 

Senator Bricker. | might say in passing that this is the nub of the 
whole situation, in my judgment, and unless this is accomplished, 
I mean if inflation is to be prevented, your sentence at the end of 
page 15 of your statement is practically meaningless. 

Mr. Gay. You are right. 

Senator Benton. I agree with that comment of Senator Bricker, 
also. 

Senator Frear. I do not think any of us disagree with the Senator’s 
comment. 

Mr. Gay. I have another speech on inflation that I make at times. 

The commodity price level has risen sharply in the period from 
January 1950, to February 1951. The Bureau of Labor Statistics’ 
all-commodity index increased from 151.5 to 183.0. In view of exist- 
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ing inflationary pressures, the granting of loans by the RFC will make 
it more difficult to control prices and prevent the hazard of easy credit. 

One of the basic causes of inflation or higher prices is generally 
regarded as an excess of the money supply in relation to the volume 
of goods and services. Since bank deposits are an essential part of the 
money supply, an increase of bank loans and other credit act to swell 
this purchasing power. REC loans make their contribution to this 
increase. The Federal Reserve is attempting to curtail the infla- 
tionary dangers by limiting bank loans. In view of these efforts, the 
RFC should not ‘be allowed to go ahead making loans to business 
independently of the Reserve System. The inflationary aspects of 
Government credit agencies may not safely be overlooked under these 
conditions. 

The Government has already taken drastic steps to control con- 
sumer credit, real estate mortage lending, and stock-exchange loans. 
It has recently increased reserve requirements for commercial banks 
and is endeavoring through voluntary credit controls and otherwise 
to prevent an unwise expansion of commercial credit. If these restric- 
tions are necessary, why should a Government agency go ahead 
expanding credits? 

A keystone of the NAM’s antiinflation program is the proper con- 
trol of credit in order that inflationary pressures will be reduced. The 
program also encompasses pay-as-we-go, a balanced tax program 
which does not unduly dampen the incentives to. plant expansion 
necessary for increased production, and maximum economy in Govern- 
ment expenditures. 

If we are to avoid an inflationary expansion of credit, lending activ- 
ities of Government agencies must be supervised as well as those of 
commercial banks. The basic responsibility of protecting the value 
of the dollar has been placed upon the Federal Reserve System. 
During the past few vears the Federal Reserve System has been unable 
to use these powers successfully. If we are to make any headway in 
controlling the expansion of credit in this country, the leade ‘ship must 
come from the Federal Reserve. To allow the RFC to continue to 
make loans at will is not good sound public policy. 

In conclusion, it seems to us that the recent history of the RFC 
demonstrates the wisdom of the NAM’s position adopted as long ago 
ago as June 25, 1947, when the Board of Directors approved the 
recommendation 
that the RFC be eliminated as soon as possible. Any extension of the life of this 
Corporation should be solely for the purpose of its liquidation. 

Senator Bricker. You referred to a moment ago to an article in 
the New York Times of Mr. Edward H. Collins. I glanced over this, 
and I think it is very important and would like to make it a part of 
the record, if you do not object, ‘at this time. 

Mr. Gay. I am very glad to have it in there, sir. 

Senator Frear. Without objection, it will be made a part of the 
record. 

(The article referred to follows: ) 
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{From The New York Times, April 23, 1951] 
EcONOMICS AND FINANCE—THE BANK THatT CAME TO DINNER 
By Edward H. Collins 


Next to that of the politicians, the strongest resistance to proposals for giving 
the Reconstruction Finance Corporation what Jesse Jones calls ‘‘a decent burial” 
is that which originates with the friends (professional and nonprofessional) o 
small business. 

One might almost suppose, to read some of the correspondence from this 
quarter, that to abolish the RFC would somehow constitute a repudiation of the 
Jeffersonian philosophy underlying the Declaration of Independence. Thus, the 
author of one communication received here last week observed Whether or not 
the Government owes to everyone the right and opportunity to make a living, it 
had better assume that obligation. It should also encourage and support new 
ventures if it is to promote welfare.” 

Not everyone, needless to say, who vaguely identifies the preservation of the 


f 
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RFC with the survival of small enterprise, goes quite as far as this. But most 
such persons, unfortunately, seem to be the innocent vietims of two misapprehen- 
sions. One of these is that the RFC has provided a great bastion of strength to 


small business over the past few vears; the other is that those who urge the liqui- 
dation of the RFC are invariably persons who reject the thesis that there is need 
for machinery to perform the function which it is popularly but erroneously sup- 
posed is now performed by the RFC. It can be demonstrated with very little 
difficulty that neither of these conclusions is tenable. 

The RFC and the Federal Reserve were authorized LO € ter the small-Dusiness 
lending field in the same vear, 1934, and for the same reason Operating losses 
by business at the bottom of the depression had been severe, and in consequence 
working capital had been depleted. The commercial banks, which had themselves 
just been ‘‘through the wringer,’’ were even less eager than usual to jeopardize 
their liquidity by tying up funds in medium- or long-term capital loans. 

But business got very little assistance from the RFC. The latter’s cumulative 
commitments totaled but $175 millions at the end of 1937 With the return of 
depression conditions in 1938 the lending policies of the country’s ‘‘seeond centra 
bank” were greatly liberated by Congress. Despite this, however, its activities 


did not show any substantial increase until after the end of the war. And when 
we look at the figures even for 1949 it is clear that the role of the RFC in the sma 
business field has been enormously exaggerated in the publie mind. The grand 
total of RFC business loans that vear was $349 millions, but more than $200 
millions of this was accounted for by 93 loans averaging more than $2 millions 
size Although half the bank’s loans, numerically, were in the small-business 


category ($25,000 or less), these totaled an insignificant $17 millions 

To summarize, (1) the period of greatest lending activity by the RFC was not 
during the times of depression or subnormal business, but during the postwar 
inflationary boom, when sound banking policy dictated a restrictive policy: a 
(2 only a minute fraction of its lending, even then, could be ac rately deseribed 
as small business-financing 


So much for the myth that the RFC has been the ‘“‘savior of small business 
Now for the second myth, namely, that opposition to the RFC « es primarily 
from those who are unaware of or do not care about the shortcomings of 
Nation’s banking machinery in the area of small business \ctually the truth is 
just the reverse of this. Broadly speaking, those who have given this problem 
the most thought, and who hold considered opinions as to how it should be met 
are the very persons who are most strong opposed 1 continuing the existence 
of the RFC. The conclusions of the Hoover Commission tha lireet Govern- 
ment lending should be avoided except for emergencies is a tvp ul example 

Government indirect aid, such as loan insurance, is generally regarded as a less 
objc etionable practice, Neverthe le SS, thre rat vice, too, Co 1 ty eT <ePrLous 
abused under a set-up such as that provided by the RF¢ Phat fact was e1 
phasized in 1949 with the introduction of the so-called econo xpansion bil 
sponsored by Senator Murray and backed by the administra That measure 
would have authorized the insurance by the RFC « I oans’ th ma 
turities as long as 380 vears 

Most pers who have studied the problem of | -s finane Lwrer 
that the greatest need is for equity capital, and ther ult ially le agres 

ent that the best way of filling this need is through a s ! f private-capital 


banks. Many variations of this idea—already in operation on a small scal 
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Great Britain and Canada—have been proposed. One of the most recent was 
that put forward a year ago by Senator O’Mahoney. In the first instance the 
O’ Mahoney system would be provided with funds by the Federal Reserve banks, 
but it would eventually become privately owned. These banks, incidentally, 
would insure loans as well as furnish equity capital. 

Other concrete suggestions along the same general lines have been put forward 
by the Investment Bankers Association and by the Committee for Economic 
Development. The IBA plan, introduced in 1945, is patterned largely on the 
Federal land bank idea. Under this plan there would be a series of investment 
companies that would purchase bonds and stock of small enterprises in amounts 
up to $100,000. The shares of the companies would be privately owned, but 
they would be authorized to borrow from the Federal Reserve up to three times 
the amount of their capital. They would also sell part of their stock, in the form 
of B shares, to those who came to them for funds. Such borrowers (or raisers of 
equity capital) would be required to use 10 percent of the money obtained to 
buy stock in the capital bank system. 

Senator Frear. I understood at the beginning of your testimony, 
the part that you do not read will be in the report? 

Mr. Gay. You have it, sir. 

Senator Frear. Any questions, Senator Bricker? 

Senator Bricker. I do not think I have any. I want to compli- 
ment the witness. I think he pretty well analyzed the problem that 
we have facing us now. 

Senator FreAR. Senator Bennett? 

Senator Bennerr. I have no questions. 

Senator Frear. Senator Benton? 

Senator Benton. I just have one question. I wish to congratulate 
the witness on a very clear and admirable representation. 

You said there were 150 members of your committee? 

Mr. Gay. Yes, sir. 

Senator Benron. Was there any feeling, in going over this inter- 
esting questionnaire you sent your membership, on the part of any 
substantial number of those members as to any new deve lopments 
required on the part of Government or the financial community to 
do more justice to these percentages in their returns and_ replies 
than indicated the need for more liberal eameres 

You see, you have roughly in your 7, 12, and 9 percent, you just 
have roughly 10 percent of your manufacturing community on these 
three different questions, just averaging them all out, that express to 
the NAM the desire for more liberal treatment from the standpoint 
of getting credit and financing. 

Mr. Gay. I think not, Senator Benton. I did not hear any con- 
versation. It did not come up. My feeling would be that most 
of the men that were there were the kind that could go to a bank 
and get a loan, and they were the ones that were in trouble. 

Senator Benton. I think that is true, that is how they get on the 
committee. 

Mr. Gay. No. The committee is picked geographically. It covers 
all kinds of people. You might be interested to know that 83 percent 
of our membership employ less than 500 people. 

Senator Benton. According to the Government that is now the 
definition of a small manufacturing enterprise. 

Mr. Gay. We have 501 on our payroll, so I guess we are in the big- 
business department. 

Senator Benron. Mr. Walter Cosgriff, the Republican member of 
the RFC Board, who is the head of a bank in Salt Lake City, in fact, 
has a string of banks, testified before the Expenditures Committee, 
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and I was very interested in his testimony, on the need for the RFC 
because of these percentages that show up in your report. 

Mr. Gay. I hope you have not misunderstood me. The RFC did 
a swell job at the time it was needed, and business believes that. 
Our point now is, I think, the need for it has passed by. 

Senator Brenton. If that is true—and let us assume it is true— 
there has been a considerable volume of testimony before the Ex- 
penditures Committee on the proposals to re mn Ey the RFC 
indicating that there is still a need that is widespread, I think, more 
generally in other sections of the country than im New England, on 
the part of small independent manufacturing concerns for more 
ready access to long-term equity capital. 

Mr. Gay. Of course, it all depends on who is entitled to a loan, 
when vou come right down to it. In the old di “vs, W hen pe ople started 
a business they generally saved their money for years, sometimes, in 
order to buy a screw machine or a lathe, or something like that, to 
go in business for themselves. 

Senator Benron. As you point out, the tax laws are operating 

vainst them, and the mere fact that the tax laws are operating against 
the small fellow can help to point up his need. 

Mr. Gay. Let us change the tax laws, then. 

Senator Benton. That, of course, is a very easy suggestion. 

Mr. Gay. We had a program all set for you 

Senator Benton. I agree wholly with President Hoover yesterday 
on liis specific suggestion he made for changing the tax laws. I have 
always thought that any small corporation should have the privilege 
of its wishes to file its returns on a partnership basis rather than on a 
corpgration basis. That alternative in itself to many small corpora- 
tions would be extremely helpful under the tax laws, and I| think it is 
a very equitable and fair suggestion. 

Senator Bricker. That is just the elimination of vour double 
taxation. 

Senator BENTON. Yes. I mean if the three of us decided to in- 
corporate to get the advantages of the corporate system, I think we 
should still be allowed, if we wished 

Senator Bricker. | think we have been favorable eliminating 
all corporation taxes. I think the Government would get more money 
and it would be better distributed. 

Senator Benron. From the standpoint of equity vou are right. 

Senator Frear. Mr. Gay, may I ask you one question 

On your questionnaire, as appears in the appendix, on page 40, the 
answer to the question 3, do you have any idea what that percentage 
was of “Yes’’? 

Mr. Gay. No; and I do not know whether our staff has it here. 
This is the type of questionnaire Mr. Hansen tells me has the answers 
in the body of the study. 

Senator Frear. Thank you. I had not read it. 

Mr. Gay. This is just a form to show what type of questionnaire 
was sent out. 

Senator Frear. Thank you very much. 

We are very happy to have you, Mr. Gay, and appreciate your 
testimony. 

Mr. Gay. Thank you very much. 
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(The appendix to Mr. Gay’s statement follows:) 
FINANCING SMALL BusIngEss ! 


FORBWORD 


Throughout 1950, the National Association of Manufacturers’ committee on 
industrial problems has been studying the problem of venture capital. In this 
work, top priority has been given to the problem of financing small business 

The association is vitally concerned with this problem, both from the point of 
view of the public and its own membership. The National Association of Manu- 
facturers is made up largely of small manufagturing companies. Eighty-two per- 
cent of its members have 500 employees or less; 25 percent have 50 or less, and 
about two-thirds have 250 or less. On the other hand, only 
members have more than 1,000 emplovees. 

As the first step in studying the problem of the financing of small business, the 
association decided to canvass its own membership. A detailed questionnaire 
was sent to all members, exclusive of a few very large firms and a small number 
of nonmanufacturing associate members. 

As a result of this effort, we now have, for the first time, an adequate sampling 
of opinions and experiences of small manufacturing concerns as to their financial 
problems and needs and their opinions as to the role which the Government should 
perform in aiding small business. It is extraordinary that, in all the agitation 
over the question Government aid to small business, few individuals or organiza- 
tions have taken the time or trouble to go to small-business men themselves for 
information as to their needs and their problems. 

The committee on industnal problems extends its cordial thanks to the thou- 
sands of association members who filled out and returned the long questionnaire 
and to many other members for their interesting and helpful letters supplying 
additional information. Without this splendid cooperation, it would not have 
been possible to bring together these facts dealing with the financial experience 
of industrialists throughout the country. 

At the request of the committee on industrial problems, 


10 percent of the 


the association’s re- 


search department has given several months of study to this problem Your 
committee takes pleasure in making the findings of that study available in this 
publication—Financing Small Business. This study gives a complete report of 
the association’s questionnaire findings and deals fullv and objectively with other 


problems in this field not covered by the questionnaire itself. In other words. 
we have here a factual, well-rounded examination of the entire problem of the 


financing of small business. As such, I commend this study to all students and 
the general public as a distinet contribution to the problem of small business 


Wurepie Jacors, 
Chairman, Committee on Industrial Problems 
NOVEMBER 3, 1950. 


I. INTRODUCTION 


A major problem confronts the American economy in the financing of smell 
business enterprises. The importance of this problem becomes clearer when one 
recognizes the large number of new concerns which come into existence each 
vear, This is especially true because a large percent of these new concerns is, 
and will continue to be, small. Capital and efficient management are essential 
to their success. Competition is keen and, without capable, experienced man- 
agement, they may encounter serious difficulties. 

The financial problem has generally been given top priority when considering 
the needs of small business. Various proposals for aiding small business both in 
and out of Congress have, with few exceptions, emphasized the necessity of pro- 
viding financial help in some form for small business orgenizations. Venture 
capital as well as both short-term and long-term credit is limited. There are 
not enough funds available to setisfy the wants of all business enterprisers 

re is a lerge number of small concerns which are frequently at some 
disadvantage in obtaining funds in comparison with larger econeerns, it is 
wonder that this subject is being discussed so widely 


no 


pite the many serious financial and managerial problems which confront 
small business, opportunities are numerous for individuals to launch new firms. 
That a favorable climate exists for starting new businesses by alert, enterprising 
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individuals is demonstrated clearlv bv the fact that more than 1,800,000 new 


Ihe 


firms were started during the vears 1946-49, inelusi 





During the same period 
of time many old, established but. small firms proved their ability to withstand 


competition and to expand with satisfactory profits. On the other hand, nearly 


1,300,000 firms were discontinued during the same period. Despite this larg 
exit, the net gain in the number of firms was about 500.000 Thus, it become 
evident that there is a continuous opportunity for launching new and sma 
business enterprises. Nevertheless, there are serious problems the financing 
of both new ventures and existing smal] business 

Realizing the great significance of small business to our nations! economy, the 
National Association of Manufacturers decided early in 1950 to make, among i 
own members, a survey of the financial problems facing small busines It wa 
fully recognized that there was a great dearth of specifie information rela g ti 
their day-to-day financial problems. With this situation in mind the Natio 
Association of Manufacturers decided to send a questionnair oO its member 
except a limited number of the largest corporations and its nonindustr n 
bers, in order to obtain specific, first-hand information dealing with their eurt 
financial requirements and difficulties. Also to what extent had thev failed 
obtain needed funds during the decade 1939-49? What were the purposes for 
which funds were desired, the reasons for failure to obtain funds, and th 
toward Government aid? 

Approximately 4,000 replies to the questionnaire were made by the 1 
These replies consisted of 3.400 questionnaires and 600 tters from n hers 
who did not return the questionnaire. Of the 3.400 questionnaires ree ‘ 
3,234 were tabulated The remaining 166 were received after the ul i 
had been made. It should be pointed out that the number of replies varies 
from table to table for the reason that some respondents answered only thos 
questions on which they felt they had specific facts or opinions to give This 
gives an unevenness to the number of answers in the various tables, but it does 
not invalidate the reliability of the answers. 

The main conclusions of this study are based upon the facts provided he 
questionnaire It should be emphasized again that the questionnaire was ma i 
only to members of the association, which is composed large if indi luals 
firms and corporations engaged primarily in manufacturing in some form lhe 
questionnaire was not sent to retail, wholesale, service establishm«e s and other 
business organizations. 

Il. SUMMARY—GENERAL CONCLUSIONS 

This summary states briefly the more important findings of the study The 
conclusions are based upon the current data received from the questio aire se? 
to the members of the National Association of Manufacturers, from re¢ ports of 
congressional hearings and Government documents and from imerous studies 
made by individuals and firms that have been considering this problem o e 
past several years, 

The following conclusions are based specifically on data obtained directly from 
members of the National Association of Manufacturers through the questionnaire 

a. Nearly 73 pereent ol the respondents held that the Gove rnment had made 
no important contributions in financing smal] business This is one of the more 
striking results obtained from the questionnaire. Slightly m« ha 15 per- 
cent said the Government had made a contribution through loans by the Reecon- 
struction Finance Corporation and other loans by the Governme: 

2. Thirty-seven percent of the respondents said the Govern could mal 
a contribution by revising the tax laws so as to lessen the burden on small busi- 
ness and to encourage the flow of funds into small enterprises If small coneerns 
could retain a larger part of their earnings in the business, it would lessen materi: 
the shortage of venture capital. 

3. Nearly 23 percent said, ‘‘Leave us alone, keep hands off business’’; 22 per 
cent thought the Government should improve its own finance and administrat 
operations and improve the labor laws; and only about 9 percent suggested tha 


the Government should facilitate loans to business 

1. Only 12 percent of the manufacturers who responded to the questionn: 
said they were in immediate need of funds. 
5. Only 7 percent of the members said they had failed to obtain needed fund 
during the decade 1939-49. 

6. The smaller the firm, the greater the chances are that additional funds will 
be needed. Of the 395 members who were in need of funds, 222 had less than 100 
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employees. It was expected also that the larger the firm, the larger would be the 
amount needed. 

7. Based upon the returns from the questionnaire regarding the types of funds 
needed, the demand was overwhelmingly in favor of borrowing as against the sale 
of shares. Of those in need of funds, 39 percent favored term loans, 28 percent 
commercial loans, while 12 percent thought funds could be obtained through the 
sale of common and preferred stock. 

8. The larger the firm, the greater was the tendency to favor equity financing. 

9. Forty-seven percent of the respondents in need of funds wanted funds for 
working capital, including inventories. Approximately 45 percent were seeking 
funds for expansion of fixed assets, modernization and replacements. <A small 
percent needed funds for refinancing or retirement of old debts. 

10. The most outstanding obstacles to obtaining commercial loans were: lack 
of capital funds, too large short-term debt, and large inventories. The obstacles 
to term loans were inadequate capital, business uncertainty, new company and 
and large short-term debt. Inadequate capital, business uncertainty, and new 
company were given as difficulties in securing funds through bonds issues and 
mortgages. While for stock issues, business uncertainty, new company, and 
management were the most frequently mentioned obstacles. 

11. More than 48 percent of the respondents said the reason that funds are not 
available to small business is insufficient security: 11.3 said the terms (interest 
rates and maturity) were unsatisfactory; and almost 7 percent regarded the 
amounts offered too small to meet their needs. Other reasons mentioned included 
Government interference, demands for excessive guaranties, type of business, ete. 

12. Only 14 percent of the respondents believed there had been any basic 
changes in methods of financing in recent years. Of these about 37 percent felt 
that Government action including taxes, Government loans and Government 
interference were basic factors. About 13 percent felt changes had been due to 
greater liberality on the part of the banks. 

13. Almost 91 percent of the respondents to the questionnaire were corporations, 
nearly 4 percent individual proprietorships, over 5 percent partnerships, and the 
remainder cooperatives. 

14. Commercial banks provided the most important source of both term loans 
and short-term commercial credit; insurance companies and commercial banks 
offered the best sources for bond and mortgage money. ‘‘Other’’ investors 
provided about 65 and 58 percent of the funds derived from the sale of 
common and preferred shares respectively. 

Other conclusions which may be drawn from the study are as follows: 

15. A large percent of all business firms in the United States is small. 

16. There has been an increase of almost 28 percent in the number of firms in 
operation from 1944 through 1949. During the war years the number had 
decreased substantially. From 1929 to 1948, there was an increase of about 28 
percent. 

17. There has been a substantial number of business enterprises which have 
been transferred to new owners in recent years. By far the largest number of 
businesses transferred has gone to competitors and to members of the families of 
the former owners. <A large percent of the transfers reported has been consum- 
mated through a purchase or sale agreement. More than 10 percent resulted 
through court sales. 

18. The large number of business failures and the uncertainty of business 
in the future deters investors from investing funds in the form of common and 
preferred shares. 

19. There is a strong sentiment in Congress in favor of some form of financial 
relief for small business. It would seem that the strongest element is found in 
favor of some form of Government guaranty similar in nature to the FHA for 
home-mortgage financing. 

20. Local industrial development corporations were regarded as helpful in 
enabling local businesses to expand, or to attract new industries to the com- 
munity. They have provided only limited services in these fields. They do not 
offer any substantial help for small business. 

21. Retained earnings have constituted an important source of equity funds in 
the past. 

22. High taxes tend to discourage the building up of equity funds through 
retention of earnings 

23. This study indicates that commercial banks have for a long time been willing 
to make loans to small business and that they will continue to do so in the future. 

24. Congressional leaders have been disposed to enact special legislation 
designed to aid small business. 
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25. The small-loan bill of 1950 would, if enacted, establish special financial 
institutions to assist small business. This bill proposes to retain the Reconstruc- 
tion Finance Corporation, but would transfer some of its lending powers to the 
new National Credit Companies. 


Ill WHAT IS SMALL BUSINESS? 


There is no generally accepted definition for the term ‘‘small business.’”’ The 
term is being used widely by different people to mean different things. It may 
mean one thing to the person living in a small community where all business units 
have limited resources. Ina large community with many kinds of business organi- 
zations varying greatly in size, it may suggest something entirely different. 

The individually owned corner drug store and local retail grocery store are 
usually regarded as small businesses. A particular department store located in 
the Middle West may be small in comparison with the largest department stores 
situated in New York City. The Middle West store, however, may be regarded 
as large if compared with stores operating in a locality with a smaller population. 
A business of a given size in one field of industry may appear small in comparison 
with others in the same industry, but in comparison with businesses in other 
fields, it may look huge. For example, one steel company may be rated small in 
the steel industry, but at the same time tower like a giant in comparison with a 
retail or service establishment. 

Since the meaning of the term ‘‘small business’? implies a certain degree of 
relativity, the question naturally arises, ‘‘What criteria have or should be used to 
differentiate small and large?’ Several tests have been suggested or used from 
time to time. The ones most frequently mentioned are: 

1. Number of employees on the payroll 
Total assets; 
3. Volume of sales; 
+, Net worth; and 

5. Net profits. 
These are given only as an indication of the means by which size is determined. 
The number or amount used in each cases varies, depending on the Government 
agency or writer who uses any or all of these vardsticks for measurin 


i) 


y the sizes 
of business enterprises 

“The Department of Defense through armed-services procurement regulations 
and the General Services Administration by direction of the Administrator have 
defined ‘small-business concerns’ as those which employ fe) ae 
The Department of Commerce has, in the past, defined as ‘small’ manufacturing 
concerns with less than 100 emplovees, wholesale establishments and construction 
enterprises with net sales or receipts of less than $50,000 \ small business 
operates on a local basis. It usually supplies its own capital funds or obtains 
them from local groups. Likewise, any credit obtained will come generally 
from local lenders. In this survey emphasis has been placed on the number of 
emplovees as a measure of size.‘ 

Other writers have applied the term “small” to include corporations with total 
assets of less than $250,000.5 F. C. Dirks regarded ‘‘small’’ as referring to con- 
cerns with assets varying between $50,000 and $250,000.' Anv firms with total 
assets of less than $50,000, he classified as ‘‘very small.’’ Weisman, on the other 
hand said, ‘‘Annual sales volume probably provides the best single denominator 
and the most simple index.’’? Weisman suggested the following classification: 





er than 500 persons 


Size Sales per annum Net profits Number of emplovee Total assets 
Small To $250,000 To $25,000 To 100 lo $250,000 
Medium Above $250,000 to} Above $25,000 to Above 100 to 2.5K Above $250,000 to 
$5,000,009 $500, OOF $5,000 00 
Large Above $5,000,000 A bove $500,000 At e 2,500 Above $5,000,006 
2 Selling to the Government, Department of Manufacture, Chan r of Commerce of the United States 








Washington, D. C., March 1950, pp. 40-48 


One Government official said: ‘‘We define small business, incidentally, as a business which does not 
have an office in Washington to represent him before these committ Arnold Thurman, Hearings 
Before the Select Committee to Conduct a Study and Survey of the National Defense Program in Relat 
to Small Business, H. R. 77th Cong., 2d Sess. on H. Res, 294, pt 4, Jan. 19, 1942, p. 17¢ 

‘See infra, p. 8 
Merwin, C. L., Financing Small Corporations in Five Manufacturing | Istric 1926-36, National 


Bureau of Economic Research, New York, 1942, p. 8 

Dirks, F. C., Wartime Earnings of Small Busine Federal Reserve Bulletin, Board of Governor 
Federal Reserve System, Jan. 1945, pp. 16-17 

Veisman, Rudolph L., Small Business and Venture Capital, Harper Br N York, 194 p.s 
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These definitions of ‘‘small business” are suggestive despite their limitations. 
They are helpful in delimiting the field of small business. 


The importance of small business 


Small business is an important segment of our national economy. In 1939 
(according to the U. S. Census), there were about 2,981,000 business establish- 
ments in the United States not including agriculture. Of this number nearly 93 
percent have been classified as ‘‘small.’’> These small establishments accounted 
for 45 percent of all persons employed in business and industry ® in the United 
States and for 34 percent of the dollar value of the output. In the association 
questionnaire, the manufacturers were asked to indicate the size of their businesses 
by stating the number of their employees, the approximate net worth and the 
amount of funds needed. The number of employees is considered the most 
useful concept in this study for determining size. 

The significance of small business varies considerably from one industry to 
another. In manufacturing small business plays an important role, but it is less 
important relatively than it is in retail or service establishments. 

“In 1939, there were four industries, printing and publishing, food and kindred 
products, apparel and finished products, and lumber and timber establishments 
in which half or more of the total wage earners were employed by firms with 100 
employees or less. For 1947, the industry classifications were changed slightly, 
and the order is somewhat different; but, when industries are ranked according to 
the importance of small business, these four continue to head the list.’’ !° 

“At the end of March 1948, about three-fourths of all concerns had less than 
four employees, and a high proportion of these had none. Fewer than 1 percent 
of the firms in operation had more than 100 workers and only 3,100 companies 
out of close to 4 million had as many as 1,009 persons onthe payroll. * * * = As 
might be expected manufacturing had the lowest proportion of firms with fewer 
than four employees but even here the percentage was close to 45.” ! 

Another interesting side light was thrown on the importance of small business 
in a study of Business Loans of Member Banks.” The total loans of member 
banks near the end of 1946 amounted to more than $13 billion. These loans were 
widely distributed among all types of business and industry of varying sizes. 
Medium and small businesses which are defined in this case as those with “total 
assets of less than 5 million dollars each, accounted for the great bulk of the total 
number of loans and over half of the total amount. * * * The amount of 
bank credit emploved in financing medium and small business is undoubtedly 
greater now than in prewar vears.’’ Measured in terms of the total amount of 
loans large business units of course were more significant. 

These data help to point up the fact that small business is an extremely im 


portant segment of our economy. There is no justifiable reason to underestimate 
its importance. This stands out all the more clearly when compared with the 


large number of small-business firms which operate on such a wide basis in the 
fields of service, retail, and places of amusement. 
Trends in business pop ilation 

An interesting aspect of small business is found in the changes in the total num- 
ber of new firms versus the number of discontinued firms. Each year the number 
of new firms started is larger on the average over a long period of vears than the 
number of discontinuances resulting in a net increase in the number of business 


establishments. This growth may be explained in part by the fact that a large 
number of people want to be their own ‘‘boss,’’ or have a new idea which they 
hope to develop." Others see an opportunity to make a profit. In far too many 


cases the individual firms either lack capable managerial experience or are under- 
capitalized. The result is that we have a large number of failures or voluntary 
discontinuances. It has been estimated that ‘‘roughly 10 percent of all businesses 
in existence fail each vear.”’ 4 





§ Small Business: Manufacturing plants with 100 or less wage earners; wholesale establishments with less 
than $200,000 anr | sales volume: retail stores, service establishments, hotels, places of amusement and 
( ) tat r ceipts of le han $50.009 

rt neludes proprieto nd employ xcept for manufacturing which includes only wage earners 
Al esn ved ro matanda altur ul t 

I ATT yur nd Stability of Private Investment, Sist Conz., Ist sess. Joint Committee 
r he Feonon Renort, G | Office, Wash n 1919, p. 118 

Ss fCu t Bu \I 1959, np. 18 

I Albert R., Feds I Bulletin, Mareh 1917 ». 2 rt 

See ra, p. 12 

Bopp, Karl R., Proceedings of the Federal Reserve Relations Committee, Federal Reserve Bank of 
Philadelphia, M 5, 1950, p. 7 
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With regard to the firms in operation, the number started and discontinued 
each year, it is interesting to note that the number of firms (all industries) in- 
creased from 3,097,100 in 1929 to 3,989,100 in September 1948, an increase of 
892,000 firms, or 28.8 percent. The largest aggregate increase in any one industry 
was in retail trade. The total number of manufacturing firms rose by 70,000 or 
27.2 percent.!45 (See table 1 and chart I.) 

The changes vary considerably from one industry to another. Increases were 
especially marked in contract construction firms. Between 1929 and September 
1948, the total number of business firms operating in all industries rose by about 
29 percent. The highest percentage increase indicated was in metals and metal- 
products manufacturing. (The percentage increase was also high in the whole- 
sale trade). The trend for various industries for 1929 to September 1948 is more 
fully indicated in table 1 and chart J[.!6 17 

The relation of the changes in the number of firms to changes in human popula- 
tion is significant. The long-term trend figures show that the number of firms 
and thus, presumably, the number of small firms has increased more rapidly than 
the human population since 1900. Thus, in 1900, there were only 22 firms per 
thousand persons, but in 1948 the number of firms per thousand persons had 
increased to 27. The percentage increase in human population was 92 percent 
between 1900 and 1948 as compared to 140 percent for all firms.!5 

In contrast to the long-term trend in the number of small businesses, there ar 
definite periods when the total number of businesses show substantial declines. 
These declines take place usually without any important relation to the trend in 
the human population. 

For example, between 1940 and 1943 the total number of business firms dropped 


from 3,382,800 to 3,045,100, a decline of 337,700, or 10 percent. See table 2 and 
chart II.) From this low in 1943 the total number gradually rose to 3,976,100 in 
1948, or an increase of 931,000 above 1943 and 593,000 over 1940.19 This repre- 
sented a percentage increase from 1943 to 1948 of about 30 percent.2° 

TABLE 1. Chanaqe in number of business firms, ba majo industry jroups, 1929 tn 


Seplember 1948 


Number of firm 


thousands s , ce 1929 
Industry 
Average 1929) Septem! OU Peres 
48 hou j 
All industries } OO7. 1 ; ORO 1 892 g 
Contract construction 233. 0 325.4 2.4 7 
Manufacturing 257.6 327.6 1.0 27.2 
Food and kindred products 40.5 4. ’ 14. f 
Textiles and textile products 34.5 43.3 X.8 25 
Leather and leather products 5.3 ( 1.2 22. ¢ 
Lumber and lumber products 58. 7 85. 2 26. 5 45.1 
Paper and allied products 3.3 1.2 4 27 
Printing and publishing 42.6 it $ s 
Chemicals and allied products 11.6 11 2 
Stone, clay and glass products 8. 6 12. ( 3. 4 } 
Metals and metal products 32.4 58. ¢ 26. 2 80.9 
Other manufacturing 20. 0 25. 9 5.9 29 
Wholesale trade 114.9 202.8 87.9 7t 
Retail trade 1,341.1 1, 706 65. 0 27.2 
Finance, insurance, and real estate 324.8 346 21.7 6.7 
Service industries : 670. 5 856.3 185.8 27.7 
All other 155. 2 224. 2 HY 44 
Source: Based on data in Survey of Current Business, June 1949, pp. 20-21 
5 Survey of Current Business, June 1949, pp. 20-21. 
6 Survey of Current Business, June 1949, pp. 20-21 
7 “Caution is necessary in drawing conclusions from such data—respecting the position of small business 
in the economy.’ See Factors Affecting Volume and Stability of Private Investment, Sist Cong., Ist sess., 
Joint Committee on Economic Report, Government Printing Office, Washington, D. C., 1949, p. 120 
§ Based on Bureau of Census population data and Survey of Current Business, May 1948, p. 15 and 
February 1950, p. 32 
* Survey of Current Business, June 1949, p. 20 and February 1950, p. 32 
The preliminary figures for 1949 show a net decrease in the total number f 1 operation 
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Chart I. CHANGE IN ANNUAL AVERAGE NUMBER OF BUSINESS FIRMS, 
BY MAJOR INDUSTRY GROUPS, 1929-SEPTEMBER, 1948 


NUMBER OF FIRMS (MILLIONS) 


0 1 2 3 6 


PERCENTAGE CHANGE 
IN NUMBER 


28.8% 


ALL INDUSTRIES 


RETAIL TRADE 


27.2% 


SERVICE INDUSTRIES 


27.7% 


FINANCE, INSURANCE 
AND REAL ESTATE 


6.7% 





MANUFACTURING 27.2% 
a September 1948 39.7% 
EJ Average 1929 
WHOLESALE TRADE 76.5% 
ALL OTHERS 44.5% 
TABLE 2.— Number of firms in operation, new businesses, and discontinuances 
Total num-| New businesses (annual Discontinuances (annual 
ber of firms total) | total) 
in opera- {|_. a . oa ae a 
tion (annu- 
al average) A B? A B? 
1940 3, 382, 800 357, 300 360, 500 
1941 3, 363, 600 447, 600 410, 800 
1942 3, 302, 200 334, 700 604, 400 
1943 " 3, 045, 100 143, 400 |_. 379, 100 . 
1944 3, 062, 200 272, 800 354, 900 143, 500 198, 400 
1945 3, 258, 400 411, 700 429, 800 152, 400 202, 600 
1946 Me Ba 619, 800 Ke 226, 400 
1947 3, 879, 000 72, 800 ; 291, 800 
1948 3, 976, 100 ; 394, 600 ; 373, 600 
1949 3 3, 907, 700 358, 300 |_. : 403, 100 


‘r, to get from A a rough idea of business turn- 


1 Although A and B are not comparable, it is possible, howev 
over in the earlier years. 
2 Revised series 
Preliminary. 


Source: Survey of Current Business 
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A large percent of all retail trade and service establishments and contract con- 
struction firms are small. Since these are increasing in number, the number of 
small firms have also grown since 1929. The difficulties confronting small busi 
ness enterprises are important. They also have certain advantages which should 
be fully recognized. Many people believe these advantages should be main- 
tained. This attitude has been summarized as follows:?! 

“From the evidence submitted to the subcommittee it seems clear that one of 
the important questions facing the American people today is to determine what 
steps can and should be taken to preserve an open door for investment in little 
and local business in terms of ownership as well as in terms of debt. That prob- 
lem is paramount to the development of a steadily expanding economy.” 


Size and distribution of respondents 


obtained from the questionnaire, it seems desirable at this point to present data 
which will indicate the size, type, and location of the industries represented in the 
response to the questionnaire. The importance of small business in the American 
economy is well recognized. It is equally well known that small business is faced 
with definite financial and managerial problems. The lack of specific data on the 
financial needs of small business and the desire to better understand the position 
of small business were basic facts underlying the questionnaire survey by the 
National Association of Manufacturers. The questionnaire was designed to 
elicit facts and opinions from manufacturers regarding their experience, current 
and past financial needs and requirements, and what the Government had done 
or could be expected to do to aid small business 

More specifically, the members were asked to indicate the type of business, the 
form of organization, the number of employees, the firm’s net worth, the amount 
of funds needed (if any), and the geographical location of business firms. Of the 
3,221 respondents to the questionnaire who gave their size, 27 percent had less 
than 50 employees, nearly 48 percent had 100 or less, and 73 percent had 250 
employees or less. Only about 15 percent of the respondents had 500 or more 
employees. A distribution of the respondents based on the number of employees 
is presented in Table 3. 


Since the remainder of this discussion will concern itself primarily with results 





TABLE 3.—Classification of respondents by number of employees 


Cumulative 
: Number o Percent of percentage 
Number of employees 1 
Q ~ases tota m low 
10 and under 10 
11 to 25 Rg | 
26 to 50 5] } 7 9 
5l to7 R34 10.4 7 ¢ 
76 to 100 39 { ) 
101 to 250 yS 24 72. € 
251 to 500 410 ‘ 
Over 500 161 1 4 00 
Potal 3, 22 ”) 
1 Excludes 13 cases which either did not report employment or reported that ¢ 
Volume and Stability of Private Investment, report of Subcommittee on Joint Committee of E 
Report, S. Con. Res 26, Slst Cong., 2d sess., S. Doe. No. 149. Government Printing Office, W . 


1950, p. 7 
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TABLE 4. 


Region 

Number of 

firms tot 
New England 295 
Mid-Atlantic States 715 
East North Central States 966 
West North Central States 06H 
South Atlantic States 23H 
East South Central States 116 
West South Central States 121 
Mountain States 61 
Pacific States 372 
United States 3, ISS 

I 1dt if from Hawaii and 36 firms which did not supply 
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Response to questionnaire 


Percent of 


il 
9.3 
22. 4 
30.3 
Ww 
7.4 
7 

> 

“er 

i ‘ 
11.7 
100. 0 


Creographical distribution of respondents compared with all manufacturer: 


1947 census of manufacture 


Number of 


establish 
ments 


20, 274 


3th. 
SO, ATO 
17, 40. 
24, O01 
10, 9O7 
13, 181 

5. O49 
24, 133 
240, SS1 


Percent of 
total 


* 


f 


The respondents to the questionnaire were widely distributed geographically. 
Chere is a high concentration of industry in the Mid-Atlantic States, 


Central States, 


TARLE 5. 


Approximate net worth 


Under $25,000 
$25,000 to $49,999 
$50,000 to $74,999 

S 000 to $99,999 
$100,000 to $249,999 
$250,000 to $499,999 
$500,000 to $749,999 
$750,000 to $999,999 


$1,000,000 to $2,000.00 


Over $2,000,000 


lotal 


Excludes 54 responden 


Pacific States, New England, South 


respon 
. t 


ts who did not provide 


Number of 


Atlantic, 


( ‘lassi fication of re sponde nts b i net worth 


Percent of 


total 


100.0 


and 


East Nortl 


1 


the West 
North Central States according to the United States Census of Manufacturers. 
The distribution of the respondents to the questionnaire geographically compare 
favorably with that of the census. (See table 4 and chart 


Cumulative 
percent from 
lowest class 
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am At 


From the point of view of net worth, the size of the manufacturing concerns 
replying to the questionnaire is shown in table 5. Sixty-seven percent had a net 
worth of less than $1,000,000; 60 percent less than $750,000; 48 percent less than 
$500,000, and nearly 29 percent had less than $250,000 net worth. 

The sample consists largely of corporations. 
cent represented individual 
{See table 6.) 


Only about 4 percent and 5 per- 


proprietorships and partnerships, respectively. 


TABLE 6.—Classification of respondents, by t jpes of organization 


° Number of -ercent of 
ype of organization eee : l wad 
respondents total 
Corporation 2 916 W5 
Individual proprietorship 125 g 
Partnership 175 4 
Cooperative 2 
lotal 221 Ow 
! Excludes 13 respondents who did not provide this information 
The respondents to the questionnaire represent 16 different industries. See 


table 7. This distribution by industry, together with those for number of em- 
ployees, the net worth and geographical distribution, give a broad sample which 
justifies the belief that the respondents’ replies represent a broad cross section of 
the experience and needs of industry. It should be emphasized again that the 
respondents to this questionnaire are largely manufacturers and the data apply 
specifically to the record and experiences of firms engaged in industry. 
TaBLE 7.—Classification of respondents, by types of industry 


Percent Pe! 


reent 
Industry a of Industr Num - f 
ee total ~ total 
Apparel and textiles 213 6. ¢ Paper and puly { 4.1 
Autos and aircraft SS 2.7 Petroleum prod ) t 
Chemicals and drugs 144 4.5 Plastics 2 7 
Electrical ind electronic equip Stone and glass 1] 4.4 
ment — WS , 0 loys, novelties, and sport g 0 9 
Foods, beverages, and tobacco 215 h. ¢ Miscellaneous Mmanula I 
Iron and steel 392 12 firms 7 12.3 
Leather ~ : 19 l Miscellaneous nonmanuf 
Lumber and furniture 249 7.7 ing firms_.._. 20 1.2 
Machinery and tools 537 16.6 Nature of business not specif tit 2.0 
WNanferrous metals 102 3.2 = 
Optical, medical, and scientific Total 254 0.0 
supplies - . 41 1.3 


The continuity of small business 


The lack of continuity among small-business concerns has been a subject of 
much discussion in recent years. This subject has received considerable attention 
from those who see a great tendency for large concerns to absorb small ones or to 
make competition so strong against small firms that they are obliged to sell to a 
larger competitor or to liquidate. 

The cause of the lack of continuity of small business, is also of special interest in 
the study of the ‘‘discontinuances of business’’ or changes in business population. 
In order to attempt to throw some light on the continuity of small business, the 
manufacturers were asked to report on the sale or transfers of business which had 
come to their attention in recent years. They 
indicate the method and nature of the transfer. 

The members of the association reported on 1,661 cases involving the transfer of 
business. Table 8 and chart IV show the distribution of these transfers according 
to the party obtaining the business and to methods used in such transfers. As one 
might well expect, the largest percentage was obtained by or transferred to com- 
petitors. Out of 1,661 cases, 709 or 43 percent went to competitors. Other 
members of the family took in 266 or 16 percent of the businesses reported trans- 


were specifically requested to 
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ferred. Only 12 percent (192 cases) were reported transferred to emplovees. The 
chief customer took over the business in 176 cases or 10 percent of the total 
reported. 

TaBLe 8.—Transfers of small-business enterprises ! 


Percent of 


Court Total total num- 


*ur- rit- oO . 
Party acquiring business col —— sale for mes ea all ber of cases 
_ - debts methods | all methods 
of transfer 
Other members of family 93 145 19 6 266 16 
Employees 153 23 iB 5 192 12 
Competitors 606 5 78 20 709 43 
Chief customer 141 5 28 2 176 10 
Other parties 225 2 42 49 318 19 
Total, all parties 1, 218 183 178 82 1, 661 100 


his question was answered by 2,739 members of which 1,175 or 43 percent had Knowledge of such trans- 
fers and reported on 1,661 cases. 


The data show that 1,218 (of the 1,661 cases) or 73 percent of the businesses 
were transferred by purchase and sale.22) One hundred and eighty-three businesses, 
or 11 percent, were obtained through inheritance. Only 178 or nearly 11 per- 
cent were disposed of by court sale. Of the total number of businesses purchased 
606 or approximately one-half were purchased by competitors. Nearly 12 percent 
(141 cases) were purchased by the chief customer of the business. 


IV. THE PROBLEMS OF FINANCING SMALL BUSINESS 


All types of businesses are faced with numerous operational, managerial, and 
financial problems. The specific problems vary considerably from one industry 
or business to another. Despite the importance of management to small business, 
the financial problem is generally considered the top problem facing small business 
today. Both the financial and managerial problems of small business differ in 
some important respects from those of large corporations. This survey is con- 
cerned primarily with the financial problems of small business. 


Management and technical guidance 


One of the foremost problems facing the smal! business generally is that of 
management. The importance of capable and thoroughly trained management 
‘annot be overestimated. To establish, operate, and maintain a business of 
any kind is a complex and difficult process. The problem is especially complicated 
for small concerns since their limited income and resources do not always permit 
them to pay the salaries necessary to attract specialists and experienced manage-, 
ment which are essential. The management must have a broad knowledge of 
the problems of production, buying, selling, cost accounting, advertising, markets, 
and many other aspects of business in order to compete suecessfully with other 
business units. The large firm may, because of the larger volume of business, 
be able not only to employ a larger and more diversified personnel but they may 
also pay higher salaries and hence tend to attract the more experienced and 
highly trained executives. The small firm on the other hand may have to rely 
on one or two executives who may or may not be trained in all phases of a business. 

Small businesses, in turn, possess certain advantages over large business 
organizations. They are generally more flexible—changes in production may be 
easily made to meet changing demands. Small business units can move faster 


22 Those who are interested in the causes underlying the sale 9n4 liquidetion of businesses will find the 
results of a study covering 1,650 small bus nesses made by the Deocrtment of Commerce most interesting. 
The main difficulties reported by the firms which sold or liquidated (other than failures), were scarcity of 
merchandise or materials and difficulties in getting competent employees. ‘“‘Only 2 percent considered 
lack of capital or difficulty in securing customers as a major business problem."’ The principal motives for 
disposal of sold and liquidated firms were (1) avoid loss, (2) dispose of at a profit, (3) alternative opportunity, 
(4) lost lease, and (5) retirement, illness, and others. ‘Desire to retire, ulness, or similar reasons’’ accounted 
for ‘38 percent of the businesses sold and 16 percent of those liquidated.’ Twelve percent of the failures 
were said to be due to a lack of capital as compared with 47 percent for scarcity of merchandise or materials 
and 28 percent to difficulty in getting competent employees.— Factors Affecting Stability of Private Invest- 
ment, ibid, pp. 124-126. 
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and are restrained less by red tape. The opportunities for establishing and 
operating small businesses gives the individual with initiative a chance to become 
self-employed. They give the hired man an opportunity to become his own boss. 
The opportunity to establish new enterprises is a strong weapon against the 
development of onopolies. Small business tends to make for a more competitive 
economy. In f>ct, big business depends extensively on the existence of strong 
small business organizations. In a truly democratic country, it is to be expected 
that large, mecium-sized, and small business will exist and prosper side by side. 

This becomes especially hard for one-man business organizations of which there 
are so many. New conditions arise, new methods of production and distribution 
are being developed, methods of financing tend to change to meet the new prob- 
lems confronting small business. Many people who open a small store, shop or 
other small business have had no experience in such business. They do not 
have access to the services of outside experts. Industrial management, expert 
marketing surveys, and other types of economic services are not within the 
financial reach of many small business organizations. All too frequently the 
small firm must rely for advice upon its own organization or its suppliers or others 
who do not specialize in providing expert engineering, management, research and 
marketing services, 

The financial problem 

While the task of obtaining adequate financial assistance is not easy for the 
large business units, it is especially difficult with respect to small enterprises. 
Funds are needed by many individuals and firms in all size groups of business 
enterprise. In this respect small business is in the same boat as all other groups. 
Since there are so many more small businesses than medium-sized or large busi- 
nesses, the needs of small business ar* more widely publicized. There are always 
large numbers of individuals who want to start a business and existing small 
concerns that want to expand. Many of these individuals and small concerns 
have few if any assets or business experience to back up their ideas. Mere wish 
to open a new business or expand an old one can hardly be a safe criterion for 
others to trust their life savings to such management. If individual investors are 
not in a position to assume such risks, who should do so? 

Despite the fact that many demands for credit and equity funds by small 
business go begging, it seems unlikely that the shortage was as serious as many 
critics would have us believe. The extent to which funds are actually needed 
varies from industry to industry. Many small businesses obtain all the funds 
needed, others do not. To ascertain to what extent manufacturers were in need 
of funds, they were specifically asked, ‘‘Are you in immediate need of additional 


999 


funds for financing your business? 
Need for additional funds 

The replies were definite. Only 12 percent of those who answered this question 
were in need of additoinal funds. Eighty-eight percent said they were not in 
immediate need of funds. (See table 9, chart V.) Frequently the condition of 
a business or the character of its management accounts for the failure to obtain 
funds rather than the scarcity of bank credit or venture capital. There is a 
strong probability that a considerable portion of the 12 percent who need addi- 
tional funds will be able to obtain them. The failure to obtain equity funds has 
driven many small firms to seek help through credit. Some concerns have sought 
credit for fear of losing control of the business. 


TABLE 9.—Need for additional funds, by size of business 


Are funds needed? 
atk 
Number of employees . teenie Percent who 


need funds 


Yes No Total 
50 or less 126 7Al 877 14 
51 to 100 un ATG 666 14 
101 to 250 101 697 798 13 
251 and over 72 R08 S80 s 
Total i 305 2, 826 1 3, 221 12 
3,234 replied to the question. Of these 398 said they were in immediate need of additional fund 13 re- 


plies have been excluded in the above table because they did not state the number of employee 
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Chart V. RESPONDENTS IN IMMEDIATE NEED OF FUNDS, 
BY SIZE OF BUSINESS 
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The supply of savings ahd credit is never large enough to provide all businesses, 
large and small, with all the funds wanted since some businesses must go un- 
satisfied and since small business is at some disadvantage relatively to large units, 
it is apt to suffer more from a lack of capital than the larger units. 

In order to compare the past financial experience of industrialists in obtaining 
funds with the current situation, manufacturers were asked, ‘‘Have vou, during 
the past decade, (1939-49) failed to obtain additional funds when vou needed 
them?’’ The most striking fact revealed by the replies to this question (see table 
10 and chart VI) is that on the average only 7 percent (225 out of 3,221 replies) 
said they had failed to obtain the funds needed during the past decade. This is a 
smaller percentage than for those who need funds immediately. It is also inter- 
esting to observe that the smaller the concern the greater the percentage that 
failed to get funds when thev were needed. Nine percent of those with 50 or 
fewer emplovees failed to secure funds as compared with 4 percent for those with 
more than 250 employees. This would seem to indicate that the smaller the size 
of the business, the greater the difficulty encountered in obtaining the funds 
needed. It is quite significant that 93 percent of all manufacturers who replied 
to the questionnaire, said they did not fail to obtain the funds during the period 
1939-49 when they were needed. 


TABLE 10.—Availability of funds in 1939-49, by size of business 


Number of replies Percent of total 


Number of employees 


Failed to | Did not fail Failed to Did not fail 
obtain to obtain Total obtain to obtain Total 
funds | funds funds funds 

0) or less SO | 797 S77 y a] 100 
51-100 55 611 666 x 4? LOO 
101-250 58 740 798 7 93 | 100 
251 and over 32 S48 SAD) 4 On 100 
Total ») 2 996 3, 221 7 g3 100 


To what extent are those who need funds currently the same businesses which 
failed to get funds in 1939-49? Of the 225 who needed funds during the past 
decade, 142, or 63 percent, are still in need of funds. While it is not possible to 
give a specific figure, there is certainly no doubt that a number of those who need 
funds are cases whose needs are either continuous or arise periodically. The 
striking fact is revealed that 2,750, or 85 percent, of reporting members neither 
need funds now nor did they fail to obtain funds during 1939-49. These facts 
are brought out more fully in table 11. 


TABLE 11. Re sponde nts who needed funds hoth during 1939 to 1949 and at present 


Failed to ob-| Did not fail 
tain needed to get Potal 


funds funds 


ho failed to obtain needed fur 


1@ 225 respondents whe sil 


tated that they now need additional funds 
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Chart VI. AVAILABILITY OF FUNDS TO BUSINESS, 1939-1949, 
BY SIZE OF BUSINESS 


PERCENT OF RESPONDENTS FAILING TO OBTAIN NEEDED FUNDS 
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TABLE 12. Need for additional funds, classification of respondents by types of 
industry 





A i r SS Ot 9 
C 5 al 144 2 124 14 
El ‘ t ] t ws o 78 H) 
I P15 » 19%) 12 
Iro | 2 19 34 12 
Lé 19 S 41 16 
Lu i irl l $u oN 99] 11 
M ind tools 37 64 4 12 
N 1etals 102 S 4 8 
U lical, and s« { ypli $1 BR pa 
P pulp 134 lt 118 12 
I product 19 1 Is 
I 2 ~~) 1 
§SS 141 12 120 ) 
I ind 0 9g ?] f) 
M i S 7 4] f 10 
NI ma eturir firr 206 1 11 
Na ed th t t 9 
i ‘ 3, 234 s 2,8 12 


The types of funds needed by industrialists who responded to the questionnaire 
varied considerably. Term loans were preferred by 175 respondents or 39 percent 
of the total manufacturers who were in need of funds. Twenty-seven percent 
wanted short-term or commercial loans and another 20 percent were seeking 
funds through mortgages or the sale of bonds. Only 12 percent expressed a 
preference for funds by a sale of stock. (See table 13 and chart VII.) On the 
basis of the number of employees (see table 14 and chart VIII) there was a large 
demand for both term loans and commercial loans. On the basis of amount 

ere was a high concentration for term loans and commercial loans and 
a somewhat smaller demand for funds through the sale of bonds and mortgages. 


See table 15 and chart IX. 


ded t 


TABLE 13.—Types of funds preferred 
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Chart VII. TYPES OF FUNDS PREFERRED 


PERCENT OF RESPONDENTS 
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aka) 


TABLE 17.—Purposes for which funds are needed, by size of b é 
i J J . 





Fund 
Number of 
Number of employees respondents 
who need Working Plant and I 1 
Sate die nicl aannt 
50 or les . 12 2 
51 to 100 O6 x 
101 to 250 : 1Ol 71 ( \ 
251 and over 72 iv 0 
ee ‘ 9 233 16 0 
umber of purposes for which funds are needed is larger than the nu t lents because 
son idents suggested 2 or more purpost 
me : . ge mt ; 
TABLE 18.—Pur pose for whic junds are needed 
Pur} 
Working capital and current 
W orien pital 
Expar n of curre ISSt 
Maintaining inventory be «\ 
Subtotal, working capital and current 
Plant and equipment: 
Expansion of fixed assets l 22.4 
Modernization and replacement t | ) 
Subtotal, plant and equipment 
Exy I ] 
P \ ‘ ‘ ~ 


Amount of financing needed 


The respondents to the questionnaire who indicated that the were in imme- 
diate need of funds generally stated the amount desired, but the data were not 
given in a form which permits us to present a total—in fact, such an amount, if 
it had been given for this group, would not be significant. \ distributior 
respondents on the basis of amount needed is interesting Forty-six percent 
needed less than $75,000; 67 percent less than $150,000; SO percent less than 
$250,000, and 95 percent less than a million dollars. Table 19 and chart XI 
show the distribution according to (number and percent) the amounts needed. 

Of the firms needing less than $50,000, 31 percent wished to obtain funds 
through commercial loans, while 53 percent preferred term loans See table 15. 
The larger the company the greater the tendency to rely on bonds and mortgages 
and the sale of stock. It is interesting to observe that only 2 percent of those 
wanting less than $50,000 preferred the sale of stock as compared with 23 perce 
of those who needed $150,000 or more. 
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TABLE 19 Amount of financing equ red 


Amount required 








Numt : 
Under $20,000 , 
S20, 000 to >, G99 Al s 
$30,000 to $49,909 45 9 - 
$50,000 to $74,999 ; s 

,000 to $149,999 sf) 2 fifi. 
$150,000 to $249,999 F { te 
$250,000 to 3499, 999 t ~ ss 
S500 000 To SYY9 099 - 
$1,000,000 and ver 1S 

Total } 

These data seem to support the contention of those who believe that e smaller 
companies which need funds prefer to borrow rather than to sell shares. It is also 
clear that there is an over-all preference among this group for term loa Phis is 
probably due to the fact that term loans are made for a longer period of time thar 
that for commercial loans and may be used to postpone or avoid the sal 
They give the borrower an opportunity to carry out his financial program w 
dividing the ownership and control. 

The largest number of the respondents who were in need of funds had 100 e 
plovees or less. The smaller the firm (based on number of en provees the s I 
was the amount of funds wanted. Practically all respondents with more tha 
250 employees wanted $150,000 or more \ compl te breakdown of the needs 
for funds based on the number of emplovees is given in table 20 

’ ABLE 20. Amount of funds needed, by size of t ness 
Number « An 
N . . re ponds T 
umber of employe who need , s ts ve 
fund I ler $50,001 
12 { 
l oOo ity + 8 
101 to 250 101 {s 
Total 9 29 8 


V. THE PROBLEMS OF FINANCING SMALL BUSINESS CONCLUDEI 


Financing h isiness ente rpr ise *4 


susiness enterprises, if properly financed, need or require various types of 
funds which may be classified as follows: (1) short-term, (2) term loans or working 
capital or intermediate capital, and (3) permanent funds including equity funds 
and long-term bonds. 

(1) Short-term loans are those which are obtained by busi l 
run from 3 to 6 months but in some cases may extend for much longer periods. 
Trade credit granted by suppliers usually run for 30 to 90 days. The funds ob- 
tained from short-term loans are generally used to meet payrolls and other current 
operating expenses, including the payment or discounting of bills, restocking or 
maintaining of inventories, or financing other current operatior 


ess and usua 





Ihe xt few pages are intended to set forth the types of funds required by sn business enterprise 
t f description of the generally acknowledged sources for various types ¢ 
ial loans, intermediate loans, the sale of mortgages or bonds and ¢ I A 
brie liscussion, there will be presented the point of view of the industrialists r thie ] i 


obstacles to small business financir ind the reasons given by t 
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Chart XI. AMOUNT OF FINANCING REQUIRED 


PERCENT OF TOTAL NUMBER OF RESPONDENTS 
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2) Term loans are needed to improve the plant, to expand inventories, to 
add machinery and equipment and in some cases to expand the business by ex 
tending it into new territories or by the taking on of a new lit Such loans usual 
run from I to 3 vears, but in some cases term loans are extended for 5 vears o1 
longer. In general the terms of repayment for each loan agreement are fixed 
to meet the individual needs of the borrower with special reference to his prospec- 
tive earning power and ability to pay the loan at maturity. 


3) Permanent funds are essentially of two kinds: (a) Equity funds (venture or 
risk capital) and (2) long-term mortgage or bonds. Equity funds proper represent 


the original contribution or investments by enterprisers and other stockholders. 
Additions may be made through the same sources but most of the future additions 
from the owners will come through the plowing back of earnings.2® Long-term 
loans are sometimes obtained by small businesses. This type of funds is frequently 
referred to as loan eapital to distinguish it from the permanent capital supplied 
by the shareholders. The distinction between this tvpe of financing and term 
loans is not always easily fixed. Neither is there a clear line of distinetion between 
the uses of equity funds and long-term eredit funds. 
Sources of short-term funds for small business 

Several types of financial institutions may be listed as possible sources of loa 
funds for small business. While there is no doubt that such individual sources are 
used extensively in certain localities or industries from time to time, it is reasonabl 
to assume that most of these institutions are of minor importance as a source oO 
funds. This general conclusion is justified because some of these sources are 
institutions which are either small and/or limited to certain geographical ar 
Some of these agencies are highly specialized and intended to meet the nee 
individuals or certain types of business firms. The, following list includes the 
primary sources of short-term and intermediate or working funds for smal 
business: 





1. Private sources: 1. Private sources—Continued 
Commercial banks Personal finance companies 
Sales finance companies Local chambers of commerce 
Insurance companies Individuals 
Factors Cooperative groups of small 
Wholesalers or suppliers business men 
Industrial banks 
2. Government agencies: 2. Government agenecies—Continued 
Reconstruction Finance Corpo- Commodity Credit Corporation 
ration GI loans 
Federal Reserve banks 
Taking small business as a whole, the commercial banks are the most important 
source of short-term commercial and term loans. Banks offer a variety of loans 


which have been designed to meet the needs of different types of businessmer 
These include commercial, agricultural, term, accounts receivable, installment 
credit, security loans, loans secured by warehouse receipts or other collateral of like 
nature, equipment loans and some loans secured by mortgages on real estate. 
For the country as a whole it is likely that banks will continue to be the primary 
source of short-term and term loans for small business in the vears ahead. 


T rv loans 

Many small-business firms have obtained “‘term loans’’ from their commercial 
banks. This type of fund may be regarded as a kind of ‘‘brid 
and short-term financing. The ‘“‘term loan’? may properly | 
addition to working capital—a type of fund which gives the concern more freedom 
in its operation, especially with regard to expansion inventories and plant improve- 
ments. Even so, the retirement of such loans is expected to be made out of the 
future earnings of the business. Ina “wavy” it might be said that term loans are 
obtained in anticipation of future earnings. Working capital as distinct fron 
fixed capital is frequently available from suppliers to small firms and corpora- 
tions. In many cases inventories may be built up through an increase in accounts 


e petween iong- 


regarded as an 


For a more intensive discussion of the extent to which businessmen rely upon retained earnings 
Hagedorn, George G., Financing Business Expansion: The Record of Source nd Uses of Fund 
Period 1946-49— National Association of Manufacturers, October 1950. 

# See infra pp. 27, 29. 
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payable, or an increase in inventories through purchase of goods from suppliers 
on credit. The main sources and difficulties in obtaining term loans are indicated 
in tables 21 and 22 


In the eases where term | 


loans or mortgage loans have been used to obtain 
permanent assets for use in the operations, the additions mav be regarded as an 


increase of the investment when the loans have been retired from the earnings of 
the eo cern 7 
SOuUTCES of comme? f d lé ms loans 
The importance of other sources of credit for small business varies widely. 


developed local financial plans designed to encourage the investment of funds in 


For example, local chambers of commerce have, in some cases, proposed or 


the community. Such assistance may have been very substantial to a limited 


lv limited for differ- 
ent reasons, In the first place the general purpose has been to attract t the 


locality either old-established businesses or new organizations rather than to aet 


number of businessmen, but the over-all significance is definite 


as a financier per se Another limitation is the fact that only a limited number of 
ch financial plans have been definitely put into operation. Moreover, the 
‘CESS of fil ancial Drovgranis depends tOa large extent pon the reneral support 


‘businessmen in the community. It is quite evident that the local chambers of 
‘commerce do not have access to a substantial body of funds which may be needed 
to encourage expansion Of local industries or businesses This, then, is not a verv 
promising source of loan funds for small-business enterprises 


Personal finance companies were brought into existence primarily to aid 


led relatively small amounts of consumer credit to meet 


rowers who nee 
accounts or t buy durable eonsumer goods Although a number of 
business men have been aided by these financial institutions, it is evident that sma 
business men cannot rely extensively upon these agencies for financial assistance. 
Sales-finance companies and insurance companies are much more important as 
lers or financiers to business than personal finance Companies, individuals o1 
cooperative groups of small-business men. Suppliers who finance the sale of 
goods or carry accounts receivable are in many cases important. 
The volume of the outstanding accounts receivable are often very large. 
yliers credit”? frequently give rise to an expansion of bank credit since many 
vholesalers extending trade credit are, in turn, foreed to borrow from commercial 


banks or in the open market to finance their sales to retailers or jobbers. To the 


1 
i 
\ 
\ 


extent that “‘suppliers’” are foreed to borrow to earry such accounts, such 
financing constitutes an indirect demand for bank credit. 

Factors, for example, are another source of credit for certain small businesses in 
given localities. Factors, however, are restricted in number and location, conse- 
quently, as an over-all source they hold a minor place as compared with com- 
mercial banks throughout the country. These institutions, together with personal 
finance companies, individuals, investment bankers, corporations, cooperative 
organizations and local chambers of commerce were never intended to be basie 
sources for commercial eredit for business enterprise. In some cases they have 
advanced much-needed funds but their contribution in relation to total amount of 
funds needed, does not bulk large. 

Life insurance companies, sales finance companies and industrial benks are 
specialized agencies which may increase or expand their operations in the future, 
but it is hardly to be expected that they will do more than provide a limited share 
of commercial or term loans wanted by small-business men throughout the 
country. This is not ‘‘belittling the importance” of the services rendered but 
only to indicate the restricted resources which are available for small-business men. 
Wholesalers play an important role in financing many retailers. Such credit is 
far more important in volume than the amounts advanced by many cash lenders 
in the field. Such institutions frequently borrow from commercial banks in order 
to earry their accounts receivable. This enhances the importance of the com- 
mercial bank as a fundamental source of funds for all types of small business. 
Equ ti capital versus venture capital 

The terms ‘‘equity capital” and ‘‘venture capital’ are frequently used rather 
loosely—in many ¢ases interchangeably. They do not necessarily mean one and 
the same thing. Equity capital is generally used to refer to what the stockholders 
or owners of the enterprise have contributed to the business. Equity capital may 
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sufficient funds through savings to buy up and own a small business onee the 
ld management may wis! ‘etire. Retained earnings in the past have been 
rtant source for ex] ling small businesses. The high tax rate now 


lers this method quite ineffective in many cases 


Che number of new firms started each year is a broad indication of the demand 

h will likely be made for f by small concerns. It is important that a 

nber of new firms come into existence each vear. The amount of funds 

yv new firms while large in aggregate, perhaps, is not as large as the number 

uch concerns might indicate. The new firms are, for the most part, small 

service or retail organizations with few, if any, employees Individually they do 

a verv small volume of business hence most of them will never ask for anv sub- 

stantial amount of either equity funds or commerical credit. Proprietors of small 

trade and retail businesses must rely largely upon their own funds plus the limited 
amounts which friends and relatives may contribute. 

What are the primary reasons why there is shortage of venture or equity capital? 
Investors and. savers need a favorable climate in which to invest their funds. 
Until recent vears there has been a steady stream of savings going from individual 
savers as well as from corporate earnings into new plant and equipment. The 
opportu! ities were sufficient to attract the funds. At the present time there is 
reported to be a dearth of new private savings. It is reported that the ‘“‘majoritv 
of people with savings are more desirous of security for their savings than they 


are for large profits from new ventures, or even fromold ventures. Thev are, 


therefore, investing most of their savings in Government bonds, in life insurance 


policies, and in savings banks.”9 


Che following factors have tended to restrict tl] l L} of equity fun< for all 
ICS of busir CSSeCS. 
1. High 


Uy} 


taxes have cut deeply into the income of those with relatively high 
This is significant because it is this group which has supplied in the 
arge share of venture capital. Heavy t: ce ite y difficult for 
firms to build up equity funds through i 
axes have reduced the amount avail: for i stmen They reduced 
which the investor may hope to realize from fi re investments since 
rtunity for profits or interest is greatly reduced by high on future 
It is not possible to plow back such large an l sll he form of 
hene the possibility of growth LIS great] | 
isk is also increased to the investor since tl 
iced 
Increasing wage rates have made it 1 » diff 
all and large, 
k 


Thies 


small firms 
0 obt: m loans from 

he reason r failu ‘ een d 
make long- loar Thev emphasize the 
In other ec there f iortage of collateral. 
In many cases the small-busine nterprist j ot a good credit risk from the 
int of view of the bank. The credit rating low and the risk too high to 
the credit needed ther ¢: | { ant is told that additional 

capital i eeded, not loans. 

The cost of making and keeping track of small loans is high—frequently the 
prevailing interest rates are too low to cover the costs involved The large 
number of failures among small businesses make uncertain the future of small 
business Continuity is essential if long-term or mortgate credit is to be extended. 
Despite the problems involved commercial banks have for a long time been quite 


willing to make loans. 
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Chart XII. SOURCES FOR OBTAINING FUNDS FOR SMALL BUSINESS 
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Chart XIII. REASONS GIVEN BY RESPONDENTS 


FOR FAILURE TO OBTAIN FUNDS 


PERCENT OF CASES 
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\Nlore than 48 percent 142 replies out of 293 who stated reasor ror nay 
abilitv of funds) said that the lack of acceptable security or collateral accounted 
for their failure to obtain the amount of funds required during the decade 1939 1 
1949. The terms (maturity and interest rates) offered accounted for another 
percent of failures. The amount offered by the lender was too small in near 
7 percent of the Cases, \ study of table 22 strongly suggests nat the reas 
stated were largely concerned with the credit standing of those who sought mor 
funds. In many cases the lenders probably did not rega is a i 
credit risks. This would, of course, help to « xplain why the terms (ami 
maturity, and rates) were considered so rigid by those sec Ldditional f 
Obstacles to small-business finan ng 

In table 22 is presented a summary of the reasons given by those members who 
had failed to obtain additional funds during 1939 to 1949 \ summat 
obstacles given by a large number of members—both those who failed 1 bta 
funds and those who did not actually need additional funds, is presented in table 
20. 
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ising commercial fund arge short-term debt, inadequate capital, 


ness uncertainty and new company account for 69 percent of the difficulties 


S percent 


onnection with term loans and adding large inventories, the t Ge 


total is 7 
nadequate 


w compan, 12 per- 


re, as it 
+ assets a ft 


percent). He 


from tl k there 
ich investments would become “‘illiquid 


lhe number of failures or discontim 


both old and new. 


inancing small business chang na basi 


\ fairly substantial group of businessmen hold that business practices have been 
unging so rapidly and fundamentally in recent vears that new methods of finan- 
ired to meet new developments. Another argument that has been 

t commercial banks have not provided sufficient funds to meet the 

‘small business, consequently new institutions should be estab- 

ance properly business under these new conditions. This general 

her emphasized by the recent demands that government either 

he loans of small business enterprises or advance funds to them di- 


Provisions for guaranteeing loans were embodied in the sections small- 


of 1950 which provided for the creation of national investment com- 
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Chart XIV. OBSTACLES TO OBTAINING FUNDS BY SMALI 


COMMERCIAL LOANS 


BUSINESS UNCERTAINTY 
Sw conan 


Dust! 


of 2,577 replies Was rece 
lief that there had been anv basic 
2,208 or S86 percent reported that 


hand, 


e general opinion of these respondent 

anges had resulted from various fac 
and Government interference were held 

of those who gave their reasons for such changes Alm 


he more lil 
‘ApIlLAaL 
ioned were monopoly, labor troubles, harder tin 
More details regarding reasons advanced by 

changes had taken place are given in table 24. Regardle 


vanced, it must be remembered that these opinions represt 


eral lending power of banks was a1 iportal 
was another factor accounting for almost 10 perce 


? 


{ 
es, ett 


those wih 


of the 


e members of the association who answered this questi 


lents listed 1 in one factor 
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TABLE 24.—Have basic changes in financing small business taken place in recent 
years '—Opinions of respondents 


Number Percent 


ot cases of total 


members. Only 


niy 
rave, in some Cases, More 


lents who indicated more 


GOVERNMENT AND SMALL BI 


» ” 
ment and growth of smal husiness 


Che American enterprise system has been developed over a long period of 
years in accordance with needs and desires of the public. This free competitive 
vstem has resulted in the production and distribution of vast quantities of 
i services. In recent vears it has become necessary to invest larger and 

1ounts of funds to enable an individual or small group to launch suecess- 
w business. The difficulties encountered by a considerable number 
1ave induced many to turn to the Government for financial aid and/or 
Legislative bodies, Government departments and agencies 


efforts to assist small business in solving these basic problems 
‘tition, higher costs, and the uncertainty of business trends in 

to increase the burden on small business. 
oeates of Government aid justify it on the basis that the future of the 


system as well as that of the country depends upon the future 


; 

t 
small business. In view of this declared position, it 
see many politicians striving publicly to help the small- 
h has been extended to the farmers through sub- 
oh bonuses, to home owners through the FH \, ete., 


men to look to the Government for help when- 

managerial difficulties arise. 
production of goods and services is highly essential. 
terest of certain aspects of free enterprise is fully recog- 
ion of the Government. Government regulation should 
or lower the efficiency of private management but 
the rules and regulations of conduct so that the rights of all 
1 fairly It must not be allowed to destroy individual initiative 
\ healthy economy will mean more new products and the 
ment in the standard of living. Competition arising out of a 
ith broad markets is the best guaranty that the public welfare 

‘dd. 


xpert. help ar ruidance can be given best by practical men who have been 

nselves thoroughly trained. The experts who offer such advice should be 

responsible for their actions. It is very doubtful if the Government, in the 

t place, can attract the type of managerial ability that is needed. Govern- 

t nd future opportunities are not sufficiently attractive to induce 

h ability to enter and remain in public employment. In addi- 

to serious question as to whether civil-service men can be expected 
responsibility that is expected from private consultants 

nd accountants. The Government employee is not always 

standards. The appointment may be political in nature 
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f 


and, if so, there is not apt to be applied the same high standar 
private consultants. The suecess of the latter will depend upon quality of serv- 
ice or advice rendered. The results obtained through private esperts and con- 
sultants are more likely to prove more helpful in the long run 

It is, of course, true that the Government can and does collect a vast amount 
of useful information, makes extensive survevs, and assembles most helpful 
statistics and data that are valuable to the businessman, either large or smal 
Iven when the information is made available, it gene 
man too late to meet his current needs. This is a v: 
that of trying to advise a small-business man how to operate his business frot 
dav to day. 

Moreover, if the advice giver does not prove to be correct ot the | ( - 
men involved demand that the Government assume financial responsibility f¢ 
incorrect advice?) What, if any, responsibility will the Government assume w 











regard to the quality of managerial advice given? This responsibilit is not be 
as squarely faced by the Government as it has been by private consultants 
‘There is much too much said in the way of generalities about giving manageria 
guidance to small-business me! In st rt, there is no doubt that sma DUST 
mer frequetr tly need the kind Ol help slvgest d 1) ther I ! 
convince us that the method or procedure which is here outlined w | 

To determine a program for helping small business wt \ bye ir 
with our free enterprise system and which w help provide small busine 
the kind of aid that will really help solve their finan al probpiel far fy 
Under a free enterprise svstem the incentives should be suff nt toattract p 
capital and management to take the risk of starting and operating 2 
it is expected that the Government will enact laws defining nd p ( 
of entrepreneurs. The economic climate should be such that capable and efficie 
businessmen may find an opportunity to enter a business wit hoy f ultimate 
success through their own efforts. A proper climate does torsl i not creat 
situations which give unfair advantages tosome. To accept this position WeVET 
does not imply that the Government should either enter b ess itself or ass 
the burden and risk of financing manv small and/or inefficient businesses 
either or both should be recognized as a step toward some ror i State ) i 
which is inconsistent with the American wav of prod 
suming goods and services in this country 

What can the Government do to help small business? It the st! 
tion of a large number of manufacturers who replied to the questionnaire 
Government should not engage in business. Further, it was the general conclusio 
that the Government could make a valuable contribution by “‘letting | ss 
alone.’ Since a high tax rate (or rates) is one barrier to the starting of new busi- 


nesses or to the expansion of an old one, the respondents to the questionnaire 

that a readjustment of tax rates as they applied to smal! business was desirabl 
While the urgeney of high Government receipts during the emergency is recog- 
nized, a more moderate tax rate would tend to promote the growth of the econon 
This would also tend to strengthen the financial position of small business whiel 
would, in turn, help to lighten the burden of equity fina by all busir . 
Economy in Government expenditures is also essential. 





Has the Governn ent aided Sima ] husine ss? 

Despite the efforts by many groups to encourage the Government to step 
and provide help, there is a strong body of opinion which sees the picture in a far 
different light Thev believe that most well-managed sma Dusinesses can get 
along with private funds. It is asserted that many of those who fail to obtair 
funds cannot meet the credit standards required for an acceptable borrower, and 
that the Government should not be asked to finanee such risks It is agreed that 
small business has sueceeded in the past and can do so now if only the Government 
will provide the proper conditions through a reduction in taxes and by lesse1 
the severity of certain other restrictions. 





In an effort to find out how active businessmen felt toward what the Gover 
ment had done to aid small business—how thev felt toward Government aid 
participation in the affairs of small business, the members were asked 
what ‘“‘contributions the Government had made and what thev thoug 
Government could do to help small business.”’ The answers and opinions 
the respondents to these questions are most striking 
helpful ch. IIT, Capital Loans to Small Business, by Edward F. Reit ( | 


National Bank, Peoria, Ill 
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Almost 73 percent (1,734 replies out of a total of 2,376) of the respondents to 
this question said they did not believe Government had made any contribution 
to small business. (See table 25 and chart XV.) A few replies held that tax- 
payers’ money has been used or doled out too freely. Some felt more recognition 
should be given to contracts to small business. On the other hand, there were a 
substantial number, 366 or 15 percent, who believed that the Government had 
made an important contribution through the Reconstruction Finance Corporation 
and other loans. 





r ABLE 25. Has the (rove rnment he Ipe d Sn all Ousine 3s? 1 Opin ons of re spond nts 
Nun ro Pert ) 
Government contribution saietieet Maal total 
esp ti 
> I YT r ' f - ‘ 72 
RF‘ id r loar 6 5 4 
laxpaye ley loling out cash, ¢ 2 
Mor nm, t ill bu -~< 
Res tsa 4 ‘ 
Per i purcha \ ) iong tt 0 
M isce mu isW f 
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S es} ent oY G ) i 


Chart XV. WHAT THE GOVERNMENT HAS DONE TO HELP SMALL BUSINESS, 
OPINIONS OF RESPONDENTS 


PERCENT OF RESPONDENTS 





0 20 40 60 80 100 


NO CONTRIBUTION BY GOVERNMENT 


GOVERNMENT LOANS HAVE HELPED 
(R.F.C., ETC.) 


GREATER PREFERENCE TO SMALL 
BUSINESS 


RESEARCH REPORTS AND 
STATISTICS 


OTHER 





cesteasitasiainalisiaiaats 
me readers may be interested in what has been done in Canada by the Industrial Development Bank, 
a subsidiary of the Bank of Canada. Its purpose is to extend financial assistance to sound industrial enter- 
prises which are unable to obtain requirements from other sources on reasonable terms and conditions 
For a classification of loans, investments, and guarantees by the bank to September 30, 1949, see Annual 
Report, Minister of Finance and Statement of Account, 1949, p. 8 
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How the Government can help small business 


97) 


“What should the Government do to help small business now or in the future 
The members of the association replying to the question offered numerous sug 


gestions. Some members made two or more suggestions. here was, however, 
great similarity in the replies. The total number of suggestions by all the mem- 
bers who replied to the questionnaire, amounted to 5,456. The replies are sum- 


marized in table 26 and chart XVI. 


TABLE 26. What the Gove nment should do to he p sma f é opine? 





Chart XVI. WHAT THE GOVERNMENT SHOULD DO TO HELP SMALL BUSINESS, 
OPINIONS OF RESPONDENTS 


PERCENT OF RESPONDENTS 
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REVISE TAX LAWS 
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On the whole there was a distinct feeling that the Government could make its 
greatest contribution to small business by helping to create and maintain a 
favorable climate in which small business could function smoothly. This could 
be done by leaving small business free to work out its own problems and diffi- 
culties. 

“Revise the tax laws” represented 2,024, or 37 percent, of the suggestions 
made by these respondents. The general attitude was and is that high income 
and estate taxes are handicapping small business to such an extent that it is 
extremely difficult for small business to attract outside venture capital or to 
build up and/or retain earnings in sufficient amounts within the business to 
strengthen the financial position of small business. Another large sector, 23 
percent, was equally outspoken by saying ‘‘keep hands off of business—leave us 
alone.”’ These two constituted 60 percent of all the suggestions offered. Another 
important suggestion which represented nearly 16 percent of the total, had 
reference to administrative and financial efficiency of the Government itself. 

Less than 9 percent proposed that the Government should facilitate loans to 
business, Six percent suggested an improvement in labor laws and their admin- 
istration. Only approximately 1 percent expressed the feeling that the unfair 
practices of large business should be stopped. 

Based on current reports—both Government and private—it is believed that 
the attitude of this group of respondents is fairly typical of the position of indus- 
trialists in general. A large percent of those businessmen who favor Government 
help or participation is probably in an unfavorable financial or production position. 
The lack of sufficient funds has prevented them from carrving out a progressive 


‘tion program to operate their business on a progressively productive basis. 


assumption is correct, managerial help may be as important as additional 
There was expressed a strong “‘fear or belief’ that Government aid would be 
accomplished by more Government interference or regulation. More serious still 
there was an expressed feeling that such regulation would impair the efficiency of 
free enterprise which would result in a smaller output and higher per unit costs. 
It would lessen the freedom of the individual in carrying on an independent 


business. 
Small business hill of 1950 3 
Pur pose 
The policy of Congress with regard to helping small business has been sum- 
marized in the bill as follows: 
lo foster the development and growth of independent small-business enter- 
prises; to make capital and credit more readily available; to facilitate maximum 
participation of private financial institutions and investors; to supplement exist- 
ing facilities of banks; to help independent small enterprises compete effectively 
and thereby restrain monopoly and concentration of economic power; to improve 
efficiency and competitive strength of enterprise through more adequate technical 
and managerial aids; and to improve the coordination of Federal financing aids 
with private financing facilities. 
Theoru under jing the small business ball of 1950 
The proposed small-business bill of 1950 is the result of a line of reasoning to the 
effect that a situation exists in which a large number of small-business enterprises 
need funds but which they are now unable to obtain. Even though the bill has 
so far not received favorable action, an analysis of its provisions is in point here 
beeause in some form or other its provisions may later receive favorable attention 
in Congress. The sponsors of this bill maintain that this failure to obtain funds 
is due to a number of factors among which are: (1) Small businesses do not have 
access to the securiti¢s market, (2) there is a gap in our finaneial strueture which 
filled by national investment companies, (3) equity funds are not as 
for small econeerns as they are for large, (4) that small business Is 
| to publie welfare and should be encouraged even at some public cost, and 
if funds are available to small business they are obtained frequently at 


na cost 


» small-business bill of 1950 is further based upon the fundamental assump- 


tion that there is a shortage of credit. The real shortage is not in the field of 
commercial eredit but in the field of equity funds or venture capital. Com- 


19, 


eit 
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mercial banks have specialized in making loans to small-business concerns for 
many decades. There is little evidence to show that reliable, needy borrowers 
are unable to obtain sufficient credit at a reasonable rate to take care of the 
current needs. Equity funds, venture or risk capital are what is needed. Banks 
cannot and should not be expected to provide this type of capital 














Tit ‘ / Ins irance of loans for sma HuUSINESS 
1. The bill provides that the Secretary of Commerce may insure (‘up 
terms and conditions” as he may prescribe anv lender tf approved | the Sec 
tary of Commerce 
2. This insurance plan was patterned after FHA title ] 
ment 
3. The bill provides for the following limit 
| Aggregate amount of insurance limited to $250,000,000 prior to J 
1O5] \fter that date the President mav increase the amo to $750,000,000 
2) No insurance to be granted with respect A ! 4 
$25,000 for 5 vearsS and 32 davs, to small-business concer 
3) Each participating bank di on the fund re f ISS 
to 10 percent of loans ms on which pr ims have be | 
can the insurance be grea in 90 percent of a 1 lua i 
1) Maximum = premit ira Secretary sha fix pr ! chars 
nsurance not to exceed | percent per annun of net proceeds of ea { paval 
vance 
Nationa nvestment companies 
The small business bill of 1950 provides for the creation « ul a vestme! 
companies which would be authorized to make or acquire loa and to pr 
equity capital and long-term loans for efficiently managed businesses unal 
finance themselves on reasonable terms Many advocates hold that there a 
gap in the business financial structure which could be filled by these institu 
These companies would be limited in their financing to small and independ 
enterprises They would also be authorized to participate to the fullest exte 
possible in the program for insuring bank loans to small | 
Arquments ir favo of nationa nvesiment companie 
1. These institutions would fill a real gap in our financial svste1 Phev 1 
provide capital funds on a long-term basis. They would be able to buy shar 
other corporations, a thing which national banks cannot at 
2. These companies would provide managerial and supervisory services 
3 National investment companies could provide a different fina 
which is needed by small businesses 
1 Chev might be able to grant credit at rates lower tha vO 1 ty 
inder other circumstances 
5. Investment companies could serve more than on " { t ar 
broader area than Is usually overed bv a commer il ba 
irg ‘ aqainst uwiona é ent ) par 
1. It doubtful whether these new compa = W la 
applications which cannot be financed bv existing fina 
2. It is doubtful if sufficient private funds could be attra 
§. A limited number of private investment companies 
for example, concerns for handling large family estat 
insurance companies These methods or institutions ar il 
more natural development than to have the Governm« 
t. Thev are just another group of Government instit ! are ass 
to be necessary or desirable 
>. If the loans or investments are on a sound basis at : i ror Dat 
the banks should advance the funds directly to the borrowe1 
directly through a participation in finanei of investment mpa 
It has been proposed that national nvestment compante ! ( i 1 i 
experimental basis for the purpose of providing equity funds for ui 
It is further proposed that the original funds should be provided | the Federa 
Reserve banks, but the companies should pass into privat Dp a 
possible it sounds good in theor but iro a pra i 
“ALLrTaclive | xperience has shown conclusively 1 iat once a 
set up, financed and sponsored by the Federal Government re a 
prospects that it will ever be transferred to private owners! It appea 
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likely that once they are started by — funds they are apt to remain under 
Government ownership and control. Moreover, if the ultimate success is so 
doubtful that private capital will not take the original venture, the chances are 
very slim that private funds will want to doit later. Experience shows that once a 
government establishes agencies, politics become involved and many reasons are 
advanced for not only retaining such control but also for expanding it. 


Characte of the Reconstruction Finance Corporati yn as a lending agency changed 


The small-business bill of 1950 would amend the Reconstruction Finance Cor- 
portation Act to restrict or limit its lending powers. Under the new proposed 
legislation, the Reconstruction Finance Corporation would be allowed to: ‘make 
loans to any small-business enterprise which is a worthy credit risk but does not 
have adequate collateral * * * provided that management abilities 
earnings and other factors * * * afford reasonable 
loans will be repaid.” 

This bill would prohibit the Reconstruction Finance C 


, potential 
expectation that the 


orporation from mal 
unds are 


loans where financing is available at reasonabk rl > where f 
ble from a national investment company. 


] 


Dusilhess iOans 
increased from 
sential for national de 
| usiness loan 
rized to part ‘jpat 
per I ie amount Of the loan. I resent law 
S100.000 or kk and 60 perce 


OoO&anhs over SLOO,000., 


VII, FINANCING LOCAL INDUSTRY 


umber of communities ec thambe rs of commerce and other business 
tal to pool a portion of their finance resources and to make 
1 ts 1 hose indiv viduals, firms, and corporati 
ablishing a ne busine * in expanding an 
is primarily LO expan 


the community a! th t ncerease emp! nent 


economic position of the community. It hs been 
localities, to organize industrial foundations, associa- 
* corporations to promote the idea. Such 


r oO! 


zations mav be regarded 
respects as quasipublie in purpose and desi ‘d to promote the industrial 
pment of the locality. Some local industrial corporations, such as the 

New England Development Corp. (organized in 1940 
as a clinie and furnish economic advice. 
The purpose and methods used in raising these funds have varied somethat 
from one community to another. Some funds, 


undertook to act primarily 


xample the Ind: istrial Corp. 

of Baltimore or the Industrial Corp. of Tulsa, Okla., may and do pay dividends 

to the contributing stockholders, but most of these local industrial corporations 

organized on a nonprofit basis. In the nondividend group are the Guaranty 

.. established 1910. the Industrial Foundation of Louisville, 

1 1916, and the Ohio Valley Industrial Corp., Wheeling, W. Va., 
caaniaed in 1926. Sinee the purpose is to promote the industrial welfare 
the community the only way in which a stockholder or contributor will usual 

profit is through the industrial deve lopment of the community. 

This type of quasi-public financing is subject to definite limitations. First, 
these funds are used primarily for the promotion of industrial enterprises in the 
localcommunity. They are not available for the promotion of retail and wholesale 
ee or for construction purposes, unless the construction is incidental to 
dustrial development. Moreover, the amounts which could be obtained will 
me dependent upon the financial ability and willingness of the community. 

On the other hand, the use of these funds is not restricted to small businesses. 
Public subscriptions are obtained to attract a new business or for aiding old ones 
without regard to size. It seems likely, though, that most of the concerns seeking 
help will be small in size. 

In raising funds the general practice has been to encourage individuals or local 
firms to subscribe to the stock or make contributions to the pool. The manage- 
ment and direction are usually placed in the hands of a board of directors which 
vary considerably in number: The Ohio Valley Industrial Corp. of Wheeling, 
W. Va., had 25, while the Industrial Development Corp. of Rochester, N. Y., 
reported 36, and Industries, Inec., Elmira, N. Y., had 21. In general the number 
has varied from 6 to 15 directors. 
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QUESTIONNAIRE ON FINANCING SMALL BusINgss 


» of business 


of organization (check one 
Corporation Partnership 


Cooperative 


li dividual proprietorship 


\pproximate number of employees 

\pproximate net worth 

\re vou in immediate need of additional fund inancing the operations of 
vour business? 


Please check: Yes No 
If vour answer is Yes, will vou ple: 


ie type preferre: 
approximate amount needed: 


possible please attach a copy of 
vears 1939, 1945, and 1949. 


lecade (1939-1949) faile 


vour balance sheet for your 


\ 


| tO obtain additional 


‘various sources from wl 
De able to obtain the fT 


mall-business me! 
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Please indicate what you consider to be the most import 
viven, if any, for not obtaining the following 
Check in proper columns. 





ACT AMENDMENTS OF 1951 
1950 Com™MITTEE OF THE NATIONAL ASSOCIATION OF MANUFACTURERS ON 
INDUSTRIAL PROBLEMS 
CHAIRMAN 
*helps Dodge Copper Products Corp. 
VICE CHAIRMEN 
Lewis C. Kleinhans, president, Standard Insulation Co. 


-arker, president, Kimberly-Clark Corp 
president and general manager, Pioneer Engineerin Manu- 


Simmons, vice president, Birtman Electric C 


ith, president, Norge Division, Borg-War 


MEMBERS 


George C. Abernathy, Jr., treasurer, James B. Draper & 
George G. Abraham, president, Abraham Bros. Packing 
Howard C. Adams, partner, MeKinsey & Co. 
H. J Arnot, vice pre SI le ht, Reading I ube u 
Ben G. Barnett, president and general manag 
Atholl Be ll, treasurer, R CK OF Ages Corp 
nley B. Berg, vice president in charge of fin: 
T. M. Blake, executive — preside nt, Littlefuse 
A. V. Bodine, preside nt Bodine (¢ orp 
Eugene Bogert, Jr., executive vice preside nt, p 
James T. Bolan, secretary, Gerity-Michigan Corp. 
George O. Boomer, president, Girdler Corp. 
EK. C. Brelsford, assistant treasurer, Thompson Products, Inc. 
Verne Brewer, general manager, The C. B. Cones Manufacturing C 
Martin C. Briggs, president, M. C. Briggs Co 
hi J. Brooks, president, Brooks Glue Co., Ine 
n A. Burkey, president, Burkey Underwear Co., Ine. 
Bussmann, ecaieieists Bussmann Manufacturing Co. 
Chapman, vice president, Abbott Ball Co 
rd Chevalier, executive vice president, MeGraw-Hill Publishing 
‘rawford, president, Crawford Furniture Manufacturing Cor 
{. Cuerou, vice president, Columbia-Bedford Corp. 
> Dana, president, Dana Warp Mills 
‘ar! F. Danner, president, American Hide & Leather Co. 
Robert J. Davis, executive vice president, William R. Warner & Co., Ine 
Harry J. Defoe, managing partner, Defoe Shipbuilding Co 
Charles B. Delafield, vice president, Consolidated Edison Co. of New York, Ine. 
Opie Dimmick, president, Century Geophysical Corp 
Howard Dingle, president, Cleveland Worm & Gear Co. 
George 8. Dively, president, Harris-Seybold Co 
EK. A. Donnan, president, Federal Glass Co 
T. Seddon Duke, secretary-treasurer, Star Sprinkler Corp. 
M. G. Dumas, partner, M. G. Dumas & Sons 
Thomas R. Edwards, president, Niagara Corrugated Container ( 
Ernst W. Farley, Jr., vice president, Richmond Engineering (¢ 
Henry C. Fechtmeyer, controller, Ampco Metal, Inc. 
Frank C. Fernandez, president, Carruthers & Fernandez, Inc. 
snnok i} Fishe Tr, vice presige it, Benj. . Betner Co. 
B. Foot, gprs 9 S. B. Foot Tanning Co. 
P. LL. Fowler, president, The Fowler Manufacturing Co. 
M. H Panis vice president, Wisconsin Power & Light Co. 
J. P. Franklin, president, David Gessner Co. 
S. M. Gardner, president, Gardner Electric Manufacturing Co. 
Olin D. Gay, president, Gay Brothers Co. 
Roger Ek. Gay, president, The Bristol Brass Corp. 
J. Gentholts, assistant counsel, Re ‘pub lie Steel Corp. 
C. Green, president, Hub City Iron Co. 
A. Gutenkunst, Jr., president, Milwaukee Malleable & Grey Iron Works 
Hamilton, president, Alabama Pipe Co. 
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C. E. Hamilton, president, Automotive Gear Works, Inc. 
George Hammond, executive vice president, Carl Byoir & Associates, h 
E. 8S. Hartwick, vice president, Carnation Co. 
James W. Hatch, president, The Bush Manufacturing Co. 
Joseph A. Hayes, vice president, Triangle Rubber Co., Ine 
Raymond T. Hickok, president, Hickok Manufacturing Co 
Harold L. Hoefman, vice president, Link-Belt Co 
Frederick J. Hoffman, president, Hydraulic Supply Mar 
William B. Hubbard, president, Cherry Rivet Co. 
Edward G. Huffschmidt, vice president, Western Foundry (¢ 
Ralph H. Illingworth, treasurer-general manager, Boston Ma 
2. ke Jackson, president, Pittsburgh-Des Moines Steel ( 
Robert Jacob, executive vice president, Jacob Bros., Ini 
Robert James, treasurer, LA MI Work Shop, Ine. 
Allerton H. Jeffries, president, Jeffries Banknote Co 
Abbott L. Johnson, president and general manager, W 
Ine. 
Frayser Jones, vice president, Martel Mills Corp. 
W. Brewster Kopp, analyst, Wertheim & Co. 
\. C. Kracklauer, president, Sparkler Manufacturir 
George W. Lee, manager, Eastern Division, H. D. 
Howard G. Lewis, secretary and treasurer Hazel-Atl 
kK. J. Lindhardt, president-treasurer, National By-P1 
Richard A, Livingston, president, Tubing Seal Cap, h 
Samuel D. Lunt, partner, Hamlin & Lunt 
W. W. Lynch, president and general manager, Texas Pov 
W. J. Marcellus, vice president, High Speed Hammer 
Atlee R. MeCandlish, president, MeCandlish Lithogray 
J. C. MeCreary, executive vice president, The Phoeni 
W. B. MeMillan, president, Hussmann Refrigerator Co 
Earl R. Mellen, president, Weston Electrical Instrument 
Steven J. Menzel, pre sident, Motors Metal Manufacturi 
Hamilton Merrill, president, Manning, Maxwell & Moor 
R. V. Mitehell, chairman, Harris-Sevbold Co. 
R. W. Morey, vice president, Guaranty Trust ( 
Marshall G. Munce, vice president, York Corp 
T. Edw. Nelson, vice president and general mai 
Corp 
B. Nichols, president and general manager, Torri 
k. Niehoff, president, C. E. Niehoff & Co. 
J. B. Nordholt, Jr., vice president, Webster Manufact 
Vasco E. Nunez, president, Nashua Gummed & Coated 
Allen H. Ottman, vice president and controller, Ameri 
C. P. Overmyer, president, Overmyer Mould Co. 
E. W. Palmer, president, Kingsport Press, Inc. 
I 
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rank R. Palmer, president, The Carpenter Steel Co 

ewis R. Parker, executive vice president, Albany Felt Co 
Arthur W. Pearce, vice president and editorial director, M: 
J. M. Peden, president, Peden Steel Co 
David L. Perrot, president, Jackson & Church Co. 
Charles 8. Pharis, vice president, Marine Midland Trust ( 
John Phillips, secretary, Vail-Ballou Press, Inc 
Michael Pinto, president, Douglas Tool Uo. 
Keith Powlison, controller, Armstrong Cork Co. 
Walker Reynolds, vice president, Alabama Pipe Co. 
I. J. Roth, manager, La Haye Manufacturing Co 
Max L. Rysdon, president, Sioux Steel Co 
Abraham Samuels, president, Automatic Devices Co. 
Harold Schafer, president, Gold Seal Co. 

{oland P. Schambach, vice president, American Label Co 
R. K. Schriber, Jr., president, United States Motor Corp 
Arthur P. Shanklin, vice president, Carrier Corp. 
J. G. Shennan, president, Elgin National Watch Co. 
Harold F. Silver, president, Silver Engineering Works, Inc. 
Charles M. Smillie, president and sales manager, C. M. Smillie & ( 
F. Bowie Smith, president, F. Bowie Smith & Son, Ine. 
George A, Smith, president, Nazareth Steel Fabricators, Inc. 
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J. Thomas Smith, vice president, Detroit Harvester Co. 

M.S. Smith, vice president and treasurer, Buensod-Stacey In 

R. Clayton Smoot, legal staff, Sandy Valley Grocery Co, 

Hynes Sparks, president, The Symington-Gould Corp. 

Philip Sporn, president, American Gas and Electrie Co. 

William D. Staples, Publie relations director, West Virginia Pulp & Paper Co. 
Walter A. Stewart, president, American Optical Co. 

Kenneth Kk. Stowell, vice president, eastern operations, Giffels & Vallet, Inc 
W. P. Strangward, first vice president and counsel, The Forest City Foundries, C 
OM. A. Sutton, O. A. Sutton Corp. 

Sigurd B. Swanson, president and treasurer, The Apex Tool Co., Ine. 

S. A. Swensrud, president, Gulf Oil Corp. 

Harold A. Todd, president, Wisconsin Motor Corp. 

Rufus S. Tucker, economist, General Motors Corp. 

t {. Turk, president, Pemeo Corp 

president, Knox Glass Associates, Ine 

ollmer, pre ident, Atlas-Boxmakers, Ine. 
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rer and director, Carr-Consolidated Biscuit Co. 
ent, Wagener Malleable Iron Co 
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Jol VW aener, pre 

He. vice president, Stanley Mfz. Co 

Fred Jr., president, L. F. Grammes «& Sons, f1 
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Hi. C. Ber s, secretary-manager, Southern Pine Associatio 

L. Abbett Post, executive vice president, American Institute of Steel Constructioz 

| 
( ngs oO ations’ g OUD 
Martin F. Hilfinger, president, Associated Industries of New York State, hh 
Don Ik. Martin, executive director, Ohio Manufacturers Association 


Senator Frear. Before we recess, without objection I would like 
to present for the record a statement from the Federal Reserve Board 
that was sent down this morning at the request of the committee: 
‘Loans and commitments by Federal Reserve banks under section 13b 
of the Federal Reserve Act,” which was discussed yesterday morning. 

lhe statement referred to follows: 


LoANS AND COMMITMENTS BY FEDERAL RESERVE BANKS UNDER SECTION 13B 
Vt ! kat i h RY Lo" 

The Federal Reserve Act was amended by act of Congress of June 19, 1934, by 
add sect 13b, to authorize Federal Reserve banks to make loans, advances, 
and cot tments for the purpose of providing working capital for established 

trial or commercial businesses, either directly or through participation with 
financing institution Under this section the Secretary of the Trearury was 


horized to pay to the Federal Reserve banks amounts up to $139,300,000 
which was equivalent to the amount paid DY the Federal Reserve banks for the 
stock of the FDIC when that corporation was established. This full amount, 
however, was never advanced by the Treasury to the Reserve banks, but pursuant 
to agreement between the Treasury and the Reserve banks the Treasury ad- 
yroximately one-half of the amounts outstanding in loans and commit- 
ments by the Reserve banks under this section. The amount so advanced by the 
Treasury under this agreement aggregated 7,946,000, which was credited to 
section 13b surplus of the Federal Reserve banks. 

Under the law the Reserve banks were required to pay to the Treasury an- 
nually from the use of these funds amounts, if earned, up to 2 percent thereof, until 
he liquidation of the FDIC stock. A total of $2,189,000 was paid by the Federal 
Reserve banks to the Treasury in this way. Pursuant to act of Congress of 
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August 5, 1947, the stock of the FDIC which had been subscribed by the Reserve 
banks was canceled on October 7, 1947, and the amount paid for such stock i. e. 


$139,300,000—was turned over to the Treasury rather than to the Reserve banks 
After such date, in accordance with section 13b payments by the Reserve banks 
on the amount received from the Treasury were terminated Net earnings of t] 

Reserve banks from operations under section 13b to the date of the cancellatio ot 


the FDIC stock are shown in the attached table 
From June 19, 1934, the effective date of seetion 13b, to March ols L951, thie 
Federal Reserve banks had approved 3,710 applications for industrial loans and 
commitments to make or purchase loans in an aggregate amount of $660,525,000 
} } 





Chis amount includes the financing institutions’ share of loans made in participa- 
on with Federal Reserve banks As of March 31, 1951, total Federal Reserv« 
bank loans and commitments outstanding under section 13b amounted to 


$6,812,000. In addition, participations of financing institution amounted to 
$5,262,000 These figures are shown in the attached ta 
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Senator Frear. The committee will recess until 2:30. 
(Whereupon, at 12:10 p. m., the committee recessed until 2:30 p. m., 
the same day.) 
AFTERNOON SESSION 


The Cuarrman. I will ask that the meeting come to order. 

Mr. Potter, you said you would take only a short time. Would vou 
come up first, sir, because I am afraid we are going to be called over to 
the Senate, as we have the agricultural bill before us. 

Proceed in your Own way, sir. 


STATEMENT OF JUSTIN POTTER, SOUTHERN STATES INDUSTRIAL 
COUNCIL 


Mr. Porrer. My name is Justin Potter, Nashville Coal Co., Nash- 
ville, Tenn., representing the Southern States Industrial Council and 
Tennessee Manufacturers Association, in favor of abolishing RFC. 

The question you gentlemen have to decide is whether, under the 
conditions prevailing and in prospect, the RFC should be continued. 

What are those conditions? 

One thing no one will deny: They are totally different from the con- 
ditions that prevailed when the RFC was established. 

Then we were at the very bottom of the greatest depression this 
country has ever known. Banks were closing by the thousands. 
Businesses were going into bankruptcy by the tens of thousands. 
There were some 14,000,000 industrial workers unemployed. Farmers 
were desperate and in some localities attempted to prevent the fore- 
closure of mortgages Ly armed force. A terrible deflation held the 
country in its grip <A great fear swept the land. Those were the 
conditions that prevailed in 1932 and 1933 and which umpelled ('on- 
gress to pass the orignal law setting up the RFC as a temporary emer- 
gency agency, primarily for the purpose of saving the banks. 

Now the very opposite of these conditions prevails. Measured by 
the national income and volume of production, we are at or near the 
peak of the greatest prosperity the country has ever known. Instead 
of millions unemploved, there is a great shortage of manpower. And, 
instead of paralyzing deflation, we are in the midst of a potentially 
disastrous inflation and the purchasing power of the dollar is less than 
half what it was in so recent a year as 1939. 

Suppose these conditions had prevailed in 1932-33. Can you 
imagine Congress setting up a gigantic Government lending agency 
to compete with the banks and pump additional purchasing power 
into the already dangerously inflated economy? I cannot, and yet 
that is precisely in effect what you have been asked to do. 

To be sure, the RFC is now engaged in various activities—work 
that it made for itself, so to speak—in addition to lending money. 
3ut Senator Byrd’s bill provides for the transfer of such of these pro- 
crams as may be essential to other agencies of the Government. And, 
if there is need for defense loans or additional credit facilities for small 
business, this could be taken care of by the banks; if necessary, under 
Government guaranty. We do not need a billion-dollar Government 
corporation to take care of legitimate credit needs at a time when 
every privately owned bank in the country is bursting with money. 
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Everyone gives lip service to Government economy. I dare say 
that vou could not find a single Member of Congress who would stand 
here and tell you that unnecessary Government spending 
be eliminated. But when and where are you to begin? If you cannot 
start with the RFC under the economic conditions now prevailing 


she uld not 


where and when can you start? Vast additional expenditures must 
be made for rearmament. Are these to be piled on top of continu 
spending as usual for civilian programs which are not only not ne 
but which contribute to inflation? l have no grudge against 
RFC as formerly administered. My companies have borroy 
money from it in times past and have repaid it in full. There a 


other unnecessary Government activities which should be abolished 
or curtailed, but the specific concrete issue before you now is the 
RFC. Here before you today is one opportunity to cut out somethin 
that is not only unnecessary but is positively undesirabl 

I said a little while a ro that I have no orudge against the RE 
formerly administered I wish to make it verv clear that I at 


great manv other peopl do resent the existence of the rotten ec 


tions revealed by the Fulbright committee. Apparently sot 

that these conditions can be corrected by reorganl ing REC an 
placing it in charge of a single Administrator. | do not share tl 
view, and this is no reflection upon Mr. Symington. He may ar 
doubt will attempt to clean up. But the fact is that, if you hay 
billion dollars lying around in the keeping of an agency with no vali 
reason for existence, polities, influence corruption vhat Ww ou choo 
to call it, Is going to creep in \Mlen who are really qual d to 
and manage a billion-dollar bank are not going to be content to 
and hold a Government job which, anyway you slice it, is nonessen 
and in the category of made work and glorifi | \ 
when they move out, the sickening, time-serving type with which the 
Fulbright committee has made us all too familiar moves in, and th 
evele starts all over again. 

Gentlemen, the only right thing you can do about tl Rie 
abolish It now. The REC aoes not perform anv tuncetion t! t rhe 
better performed by existing private lending agencies 

Thank you sir. 

The CHarrMan. Any questions, gentlemen? 

Senator Dirksen. Mr. Potter, | see you represent the S 
States Industrial Couneil. 

Mr. Porrer. Yes, sir. 

Senator Dirksen. Can you tell us a little bit about he CoOune! 
its make-up and how it has come into being and whom it represents? 
Mr. Porrer. There are some 2,900 and 38,000 members. | 
generally in the South. It is generallv for the purpose of develop 

ment of business in the South. 

Senator Dirksen. Are those dues-paying members? 

Mr. Porrrr. Yes 

Senator Dirksen. Do you speak for all of those members? W; 
this statement predicated upon a resolution adopted by the council 


or not? 

Mr. Potrer. Well, I was asked to come by the manager of it, Mi 
Charley Gilbert, and he phoned me and phoned the attorney here 
and asked him to meet me and help me get the verbiage correct out 
of deference to you gentlemen. 





254 ‘°c ACT AMENDMENTS OF 1951 


Senator Dirksen. The reason for that question was this, that when 
the reorganization plan was pending before the Expenditures Com- 
mittee of the Senate, there was some testimony that evidently quite 
a number of business groups in the South were in favor of keeping the 
RFC intact and perhaps modifying its present structure somewhat, 
so | am just wondering, as a matter of viewpoint, if vou are expressing 
substantially the viewpoint of industry and business in the area that 
you represent. 

Mr. Porrer. Yes, sir; in addition to the Tennessee Manufacturers 
Association, which, of course, is local to Tennessee, and I came also 
at their request. 

Senator Dirksen. One of, the members of this committee who has 
been very active in the investigation of RFC, I believe, made the 
point on the floor of the Senate that credit was not all too plentiful in 
some of these Southern States, and that therefore there might be a 
disposition to want to keep RFC and kee p this Federal credit facility. 

Do you subseribe to that statement? 

Mr. Porrer. No, sir, I do not; and since working on this statement 
[ thought of an additional point I wish to make, which you caused 
me to, that as one small-business man the principal plea 1 wanted to 
nake is to quit helping us. That is the principal plea. I am not 
representing someone else in making this statement, but I have heard 
it so often, and it completely represents my own sentiments, if we 
could just quit getting help. 

Senator Dirks x. How extensive are the operations of your own 

mpany, — N ashville Coal Co.? . , 

Mr. Pe xr. The Nashville Coal Co. itself is a sales company em- 
ploying about 50 men, and we sell the coal for four coal mines which 
are the same individuals that own our company, of which I am one, 
and sa the four saa mines which employ about 800 men. 

Senator Dirksen. Do you, in your private capacity as a business- 
man, ad also as a representative of the Southern States Industrial 
Council, have an opportunity to check up on the sources of supply 
of credit in the Southern States where your council operates? 

Mr. Porrer. Yes, sir. Tam a director in two small banks. We 
have a surplus of money, and for 5 years have been suffering for loans. 
Of course, we have been pretty careful about the character of the 
people. Some could not get loans, but men of good character could. 
Of course, a good statement would make it more certain. But there 
is not any difficulty in our section in getting loans for legitimate pur- 
poses by legitimate people. 

Senator Dirksen. Is it vour opinion, based upon your experience 
as a businessman, and through your identification with this council, 
that there is an adequate supply of credit and capital ‘cuales for, 
as you say, business ventures where there is reasonable collateral and 
t rates, of course, that are not exorbitant? 

Mr. Porrer. Of course, the rate question is always a little argu- 
mentative. There is a certain amount of trading. — last loan we 
had with RFC we paid it off, because we were able to get l pe reent low- 
erinterest. I would say that was general. We had the loan for about 
6§ months and we got an opportunity to borrow it. They were charg- 
ing 4 percent, and we had an opportunity to get it at 3, and we paid 
it off since then. That was a $300,000 loan for a new mine, and we 
found we were able to get it 1 percent lower. Of course, we had to 
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carry a balance with the bank, which was convenient for us todo. The 
bank knew us, and we did not have any trouble, and | do not think that 
is unusual, 

Senator Dirksen. Then it is your conviction that in the South, a 
well as in other sections of the country, there is an adequate supply of 
credit capital for new ventures and the expansion of old ventures at 
rates that can be considered as reasonable without the necessity of 
having to.depend upon a Government supply of credit funds? 

Mr. Porrer. | do not think | would be qualified to say about too 
wide an area. Iam sure that is true in Kentucky and Tennessee. | 
am not familiar with the North, and Iam not familiar with the extreme 
South; but in Tennessee and Kentucky I am. There 
difficulty there 

Senator BeNnNerr. | am interested in vour loan of $300,000 from 
the RFC which you refinanced in 6 months. How long ago did you 
make that loan? 

Mr. Porrer. I think we made the arrangements a little earlier, but 
I believe it was in September or October of 1949 that we got the money 

Senator Bennerr. Then you had been turned down by the banks 
before you went to the RFC, but the banks took you m 6 months 
later. 

Mr. Porrer. Well, we were turned down. We just decided it was 
easier and quicker to get it from RFC, and we made the statement 
we were turned down. I do not think we would have had any trouble 
getting it anvway. We wanted to keep our regular 
open, and after a few months we were able to get 
and we did not want to pass up the saving 

Senator Bennerr. That is interesting, because if indicates the 
thing that some of us have suspected, that RFC was in the 
of competing directly with banks, and this idea that it 
loans that had been declined by the banks is in 
polite fiction. 

Mr. Porrer. The bank asked us to sign that statement, and we did 

Senator BenNerr. You mean the RFC asked vou to sign it? 

Mr. Porrer. Yes, sir. | would not want to dwell on that too 
much. I did not have any Worry about the loan, getting it. 

Senator Bennerr. | do not want to dwell on it any more, eit 

Senator Frear. | do not know, I think I do. 

Were vou a director of the bank that refused your loan of $800,000? 

Mr. Porrer. Yes, sir. My brother is the president of it 

Senator Frear. You really got the loan in September or October 
of 1949 in the amount of $300,000 from RFC and in 6 
repaid it because vou got it at an interest rate of 1 pe 

Mr. Porrer. Yes. 

Senator Frear. Did the same bank that refused you the 
6 months previous grant you the loan? 

Mr. Porrer. Yes, si 

Senator Frear. No catia in that? 

Mr. Porrer. I do not know what you mean by was there any col- 
lusion. They said they wanted the loan. That particular loan was 
one where the RFC guaranteed it and the bank paid them three- 
quarters or some fraction of 1 percent, I think to guarantee it, and they 
decided that they would rather save that three-quarters of 1 percent 
Of course, | wanted to get a lower rate of interest. 


not any 
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Senator Frear. Mr. Potter, are you familiar with section 11 (a) 
of the RFC Act, now enbodied in substance in section 1014 of title 13 
of the United States Code which states: 

Whoever makes any statement, knowing it to be false, or whoever willfully 
overvalues any security for the purpose of obtaining for himself or for any appli- 
cant any loan or extension thereof by removal, affirmative action otherwise, or 
the accepted release or substitution of the security therefor for the purpose of 
influencing in any way the action of the Corporation or for the purposes of obtain- 
ing money properly, or anything of value under this act, shall be punished by a 
fine of not more than $5,000, or by imprisonment for not more than 2 years, 


or both 


Are you familiar with that section? 

Mr. Porrer. No, sir. 

Senator Frear. Was your attention ever called to it when you 
applied for a loan through RFC? 

Mr. Porrer. I do not remember at this time. 

The CuatrMANn. Any further questions? 

Senator Dirksen. Mr. Potter, vou do not seem to be much 
concerned about that section on the basis of your knowledge of what 
transpired? 

Senator Benner. Just for the record, Mr. Chairman, I would like 
to clear this up for a moment: 

Was that original $300,000 loan by the bank and guaranteed by RFC, 
or was it made directly by RFC? 

Mr. Porrer. I think it was made by the bank and guaranteed by 
RFC, 

Senator Bennerr. That is not quite the same as going directly to 
RFC, 

Mr. Porrer. We had a previous loan with another mining company 
directly with RFC several years before that. We have had both kinds. 

Senator Bennerr. I am not familiar enough with the regulations 
under which RFC makes participating loans to know the type of 
statement that is required. The bank must have made a statement, 
too, in that case in order to et a participation. 

Senator ScHorpren. Mr. Potter, 1 would like to ask vou a question: 

How long did it take vou to make this loan, do vou know? 

Mir. Porrer. We were some months at it. They sent engineers 
down to examine the property where we wanted the loan, and I do 
hot rememb¢ r just how long. We rot it in the fall, but it seemed like 
to me it was in the spring that we made application. 

Senator Scnoerren. Did you deal through your local area office of 
the RFC? 

Mir. Porrrr. Yes. 

Senator ScHOEPPEL. You did not have to come to Washington? 

Mr. Porrmr. No, sir. 

The CuarrmMan. Any further questions, gentlemen? 

Senator Dirksen. One other question: 

\ir. Potter, you were the vice president of the bank at Nashville? 

Mr. Porrrer. No, sir, I am a director. 

Senator Dirksen. And your brother is president? 

\[r. Porrrr. Yes. 

Senator Dirksen. When an application comes for a loan with 
respect to a business venture that looks reasonably sound, and gives 
some promises of success, is your bank in a position, and is it inclined 
to make such a loan? 
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Mr. Porter. Yes, sir. 

Senator Dirksen. That is all. 

The CuatrMan. Thank you, Mr. Potter. 
(The following was submitted for the record:) 


NASHVILLE Coat Co., INc. 
NASHVILLE, TENN., May 30, 1951. 
Hon. BurNET MAYBANK, 
Chairman, the Senate Committee on Banking and Currency, 
Washir gton, D. C 

DrEAR Sir: Since my testimony against the RFC, there has been some unfavor- 
able publicity in our local paper which I have presumed came from those in favor 
of retaining the RFC. 

I have expected to get a copy of this testimony for clarification and for correc- 
tion in case of typographical errors or errors on my part before it was printed or 
used. I am dropping this note requesting such an opportunity since I do not 
have a copy of, the questions and answers which were somewhat confusing to me 
or in fact anything except my original printed statement. 

I notice from the paper that I seemed to have referred to the loan which was 
repaid as being $300,000 when actually as originally made, the loan was $600,000 
and I think the part guaranteed by the RFC itself was $300,000. In other words 
the responsibility of the RFC itself being $300,000 and when the loan was paid 
off it was actually $320,000 or rather when the RFC was released from their 
guaranty. In other words, there was some confusion on my part as to the exact 
figures and the details. 

I did not know the exact dates and some other exact details so that if you have 
an occasion to use my testimony where the details as to dates, exact figures, ete. 
are important then I would like to have an opportunity to make certain that they 
are correct. My loan seemed to have been taken to the RFC originally by our 
bank because it was larger at the start than banking rules would permit them to 
carry and, of course, such facts were not before me at the time of my testimony. 

I am, of course, just as much in favor of abolishing the RFC as ever, just as I 
am in favor of seeing other agencies reduced and civil spending cut to the bone 
in view of the necessary defense effort. 

Respectfully yours, 


’ 


Justin Porrer. 
The next witnesses are Mr. Chase and Mr. Ervin, representing the 
Pittsburgh Chamber of Commerce and Smaller Manufacturers Council. 
Mr. Chase, do you and Mr. Ervin desire to come up together, or 
do you desire to come up separately? 
Mr. Cuasnr. Separately. 


STATEMENT OF WILLIAM F. CHASE, PRESIDENT AND GENERAL 
MANAGER, BEARING SERVICE CO.; PRESIDENT, SMALLER MAN- 
UFACTURERS COUNCIL OF PITTSBURGH 


Mr. Cuase. I am president and general manager of the Bearing 
Service Co. of Pittsburgh. 

I am privileged to appear before you representing the Smaller 
Manufacturers Council of Pittsburgh in my capacity as its president. 

The council is made up of more than 300 member firms, each 
employing less than 500 factory workers. 

A great many of these member firms are similar in size to my own 
small company, which employs less than 100 factory workers. 

A majority of our member firms, some 70 to 75 percent, concur in 
my following remarks. 

We favor the abolition of the Reconstruction Finance Corporation 
for the following reasons: 

1. The budget of $18 million would be deducted from out national 
budget. 
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2. More than 3,000 employees would be removed from the Federal 
payroll. 

The CHarrmMan. Mr. Chase, that is not the testimony here. Accord- 
ing to the testimony on Senator Byrd’s bill and other bills here, if 
vou read them and studied them, they called for the transferring of 
this work to other agencies, or called for the setting up in a certain 
situation in the Federal Reserve System, so President Hoover said 
vesterday. That is going to take emplovees, too, So just to keep the 
record straight, we did not just wipe out the whole 3,000, not that I 
do not think we have too many Government employees, because I 
do, but at the same time it does not do away with the 3,000 because 
this work has to be transferred to some other agency. There is a 
tremendous liquidation involved. They are going to bave additional 
employees, not as many, of course, but they would have to have some 
employees to do the work. 

Mr. Cuase. Correct, sir. 

3. The RFC is inflationary in its action, while all other agencies of 
business and Government are taking every possible action to stop 
inflation. 

4. We find that all our normal money requirements are satisfactorily 
taken care of by the regular commercial banking system. 

5. Since we are in the midst of a tremendous effort to protect. our 
own way of life, the only abnormal money needs we can have must 
relate to the defense effort. These abnormal needs, as I understand 
it, can be handled by: (a) the three branches of the armed services who 
are authorized under the Defense Production Act to lend money to 
defense contractors or guarantee loans to them, or (6), the Federal 
Reserve banks who are authorized in section 13 (b) of the Federal 
Reserve Act to make loans to or purchase obligations of a business for 
the purpose of providing it with working capital. 

With these two sources available to the defense contractor it 
cannot be said that the abolition of the RFC would endanger national 
security. 

6. We, who have built up our businesses under the old established 
profit system, do not want to face the competition made possible by 
the granting of loans through a Government agency to unsound 
concerns, thus putting us in the position of competing with ourselves 
with our own money. 

7. The RFC was founded at the depth of a depression. Banks 
were failing every day. Businesses, particularly small businesses, 
were failing even faster than the banks. At that time some infla- 
tionary measure Was highly desirable. Undoubtedly RFC did a 
ereat deal of good under those conditions. 

8. Today our banks are sound. We have the Federal Deposit 
Insurance Corporation which guarantees practically all the money a 
small business is capable of keeping on hand. 

I possibly should qualify that by saying Iam really a small-business 
man. 

In mv own experience, both in mv own business and those of other 
members in whose financial arrangements I have participated, the 
banks have been very cooperative. In every instance brought to my 
attention, money has been made available at satisfactory interest 
rates when the smaller manufacturer’s financial condition was sound. 

In closing, may I remind vou that much has been said about small- 
business enterprises, but very little accomplished to help the small 
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business. May we respectfully suggest that the RFC, and any and 
all other agencies which are not absolutely necessary, be abolished, 
so that the costs — be deducted from our national budget and our 
taxes. It is only by our profits, after taxes, that the small business, 
particularly the small manufacturer, can grow and prosper, thus keeping 
our economy strong and healthy 

The CHarrMAN. Gentlemen, any questions? 

Senator BenNerr. | would just like to make one observation: 
According to the last sentence in your statement, “It is only by our 
profits, after taxes, that the small usec can pay a loan, whether he 
makes it from the Federal Government or from a bank. This idea 
that vou help business by loaning it money which it cannot pay back 
is, of course, NO help at all. 

Mr. Coase. That is correct. 

Senator BENNEr?r. So the small-business man who is trying to gr 
is much more vitally concerned with his ability to retain some of h 
earnings than he is with the ability to get a loan which he may not be 

able to A back. 

Mr. Coase. Right, sir. 

Senator SCHOEPPEL, You say you represent around 300 members? 

Mr. CHase. Right. 

Senator SCHOEPPEL. What type of business manufacturing firms are 
those? 

Mr. Cuase. First, they must be manufacturers. We have every- 
thing from kitchen cabinet manufacturers to manufacturers who make 
bottle caps, stamping concerns, automatic serew machine outfits, 
companies making sinks, sink tops, companies in the business vid mak- 
ing wooden boxes, every possible type of manufacturing is done in the 
Pittsburgh district. 

Senator SCHOEPPEL. Does that include merely the Pittsburgh 
district—sayv, Pennsylvania, Ohio, Indiana, and related areas—or is it 
confined to the State of Pennsylvania? 

Mr. Cuase. This is a radius of probably 60 to 70 miles, and we do 
have, I think, three members in eastern Ohio and two or three in 
northern West Virginia. The balance are in Pennsylvania 

Senator ScHOEPPEL. How many years has your association been 
operating? 

Mr. CHASE. Six years. 

Senator ScHOEPPEL. How many new businesses of the nature and 
tvpe that vou are representative of here were started within the last 
2 or 3 zen: do you know? 

Mr. Cuase. Of our members, or do you mean nationally’ 

Senator SCHOEPPEL. Of vour membership. 

Mr. Cuase. Of our members, approximately 30 

Senator SCHOEPPEL. Were those members starting In a new com- 
petitive field? 

Mr. Cuasse. Yes, sir. 

Senator SCHOEPPEL. Are vou able to sav whether they were able t 
finance the ‘mselves on the local level or did they need RFC loans? 

Mr. Cuase. None of them had RFC loans. 

Senator SCHOEPPEL. In other words, private-venture capital was 
obtainable in your local areas to finance and start a new competitive 
business such as your association represents? 
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Mir. Cuase. It was, in a small way, of course. They started 
similar to the way I started in 1933. You start out with what you 
have and you build and expand your business from the profits that 
vou make, 

Senator ScHorepre.. Is this a fair question: Do you have any 
record within the last 3 years of business failures in your group? 

\ir. Coase. Oh, ves. We had 19 failures during 1949 and 1950. 
Senator SCHOEPPEL. Obviously it was because of financial difficulty. 
\ir. Coase. Undoubtedly. 

Senator ScHOEPPEL. If there were any other definite circumstances, 
could you point to them now? 

Mr. Cuase. I think I know pretty much why each case failed. 
They should have failed. A great many businesses should fail. 
Well, a typical example is a man who happened to be a very good 
friend of mine who is an unusually good tool and die maker. He 
started his business in 1944 by taking subcontracts from a large 
company for whom he had worked as a tool and die maker. 

Until the war ended, because this company practically forced on 
him the contracts that he had, he was successful, but from the time 
the war ended until he failed in 1949 he just gradually went downhill 
until he got to where he was owing more than he had, which, of 
course, is bankruptey. The difficulty was that he was an excep- 
tionally good technician, but that does not necessarily make a good 
businessman. 

Senator ScHoerpe.. In your experience, vour association member- 
ship has not really seen the need or necessity for going outside of 
legitimate financial connections in their area or community; is that 
right? In other words, you have not been going to RFC? 

Mr. Case. No, sir. 

Senator ScHorpre.. As a result of that, in your judgment, you 
would say that these small businesses within your area could be 
financed locally if they had the character and integrity and the 
business judgment presented to your banking institutions? 

Mr. Coase. Definitely. 

Senator Bennerr. Let us go back to vour friend who failed. If he 
had had a loan from RFC after he began to get into trouble, what 
would that have done? 

Mr. Cuase. It would have given him some more money to spend, 
but he would have never paid it back. 

Senator BENNeET?. It would postpone the day he closed his doors? 

Mr. Cuasp. It would have postponed it. 

Senator BeNNerrT. So, is it not fair to savy, Mr. Chase, that more 
business failures are the result of incompetence of management than 
of lack of ability to get money? 

Mr. Cuasr. That is definitely true. 

Senator Bennerr. So, RFC would not have prevented any of those 
19 failures. 

Mr. Crasr. In the case of the 19—and I think I know the back- 
ground of each one of those—no loan of any kind from anyone could 
have saved them. 

Senator Bennett. That is the point I wanted to make. 

Senator Dirksen. Mr. Chase, is the Smaller Manufacturers 
Council a branch or an agent, say, or section of the Pittsburgh 
Chamber of Commerce? 
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Mr. Chase, I suppose over the 31 vears of business life, certainly 
you have had a lot of dealings with banks of one kind and another in 
the Pittsburgh area and you should be reasonably familiar with their 
credit policies. Is it your judgment that generally speaking a ven- 
ture that is reasonable in character would have no difficulty in getting 
a loan if the nature of the management was competent and the people 
of sound character? 

Mr. Cuase. That has been my experience, and as president of the 
council during the last vear and a half 1 have participated in some 
S or 10 arrangements for our members. 

Senator Dirksen. And those were successful in securing the neces- 
Sary eredit? 

Mr. Cuasr. Yes, sir, and at satisfactory interest rates. 

Senator Dirksen. Are you a director or officer of any bank? 

Mr. CHasr. No, sir. 

Senator Dirksen. So, all of your relationships in that connection 
were In pursuance of your duties as president of the Smaller Manufac- 
turers Council? 

Mr. Cuase. Yes, sir. 

Senator Dirksen. It is your conviction, then, that we can get along 
without this line of credit that has been advanced by RFC? 

Mr. Cuase. Definitely. 

The CHarrMan. Thank you, Mr. Chase. 

Colonel Ervin, please 

Will vou identify vourself for the record, please, and continue in 
your own way. 


STATEMENT OF COL. J. S. ERVIN, PRESIDENT AND GENERAL 
MANAGER OF THE MacINTOSH-HEMPHILL CO., REPRESENTING 
THE PITTSBURGH CHAMBER OF COMMERCE 


Mr. Ervin. My name is J. S. Ervin, president and general manager 
of the MacIntosh-Hemphill Co., Pittsburgh, Pa. 1 am speaking for 
the Pittsburgh Chamber of Commerce and as a director and chairman 
of the executive committee of the Tri-State Industrial Association of 
Pittsburgh, and as president of the Rolling Mill Equipment and 
Manufacturers Association of Pittsburgh. 

| have a short statement which I shall read to vou. 

It is a privilege to appear before your committee and have the 
opportunity, as an American businessman who is daily engaged in 
combating the inflationary effects in our economy, to add my belief 
that one more instrument of inflation and unsound lending should be 
= d, with, | understand, a saving of approximately $18 million a 
year in administrative expense and the elimination of thousands of 
Feder: - employees. | understand the need for its existence has passed 
and that it he ? departed far from the original purpose which caused its 
inception, and, while adhered to, performed a very necessary and use- 
ful function during the depression. 

Kor example, I need not tell you gentlemen that a great change has 
taken place in the attitude and actions of the banking fraternity since 
those days; and it has been my observation, as a member of the board 
of directors of a bank which is very close to the people in the city of 
Pittsburgh, that no businessman, however small, fails to get fair and 
sympathetic attention to his need to borrow money for his business; 
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and that the only measure applied by the officers and directors is 
that of reasonable certainty of repayment. After all, they are lending 
depositors’ money. Week in and week out, I have observed such 
loans being presented in our bank, which, incidentally, participated 
in the Federal Housing lending and building program to the extent of 
more than $140 million, and is still active in that field, upon the theory 
that a citizen who owns his home, or has reasonable equity in his home, 
will be a cood citizen. 

It seems to me to be a paradox that our President should talk about 
economy in government; that the Federal Reserve Board should 
impose rigid restrictions on lending on consumer goods, and the 
Attorney General should wink at an agreement among bankers 
requested by the Federal Reserve Board to limit credit along very 
stringent lines, and then attempt to continue an agency of this charac- 
ter, with a recent record which betokens scandal or fraud 

Coming from an area which is known as the steel center of the 
world, our people in western Pennsylvania are aire ady active in 
defense activities, and special installations are being discussed; and 
they are securing capital funds at a time when the ‘return to stock- 
holders has not made it advisable to attempt to get equity capital 
And I know of no such case where if the funds become avatlable in the 
next biennium those companies will not secure the needed capital 
funds through legislation already enacted. 

In fact, the banks can lend it through the instrumentality of the 


Federal Reserve under the Defense Production A: f 1950. as I] 
understand it. The only limitation, under section | b) of the 
Federal Reserwe Act, which empowers Federal Rese banks to make 
loans for the purpose of providing working capital, is that the loans 
must be made to established industrial or commercial businesses 
Therefore, it bye seem that the only excuse for continuing the 
RFC would be for making loans to new ventures and making loans 
that would a for the — of providing working capital, which is 
another way of saving t! it would be for the purpose of having thi 
Government enter Sees in various untried or speculative fields 
having no relationship to the present defense effort. Is that the way 


to fight inflation? 

You gentlemen have the facilities to learn accurately how 
procedures are now working whereby contractors or 
engaged in defense work have been able to ret loans 
Government contract as security therefor, with the bank taking the 
risk of performance Being a relatively small bank, we had our first 
experience last month with a subcontract involy Ine only $25,000. 
under the amended legislation it is reasonable to expect that there will 
be many such loans made as were made during the last war 

The Cuarrman. | might say the House passed S. 998 
the Senate passed last week; that is, to clear up the 


ane 


todav that 
quis repancy 1h the 


Comptroller General’s ruling. Is that the bill you referred to 
Mr. Ervin. Yes. 
The CuarrmMan. The House passed it today. The Senate had sent 


it over. 

Mr. Ervin. In conclusion, gentlemen, I firmly believe that t] 
just another ageney wasting taxpayers’ money; and, based 
personal experience and observation, for I have been 
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number of associations allied with my business, I believe any credit- 
worthy small-business enterprises can get loans from the banks today 
on reasonable terms. And if there is a need for capital funds, and they 
are active in the defense work, they can secure the money from other 
agencies or the Federal Reserve bank. If they are not directly 
concerned with defense _— then we cannot fight inflation by having 
an instrumentality to lend them money. Public confidence in RFC 
has been very badly shaken; and, despite the eminent reputation of the 
gentleman recently appointed to manage it, I believe it should be 
abolished and liquidated, and the rubber and tin programs shifted to 
some other agency. 

l have a little more personal observation to add to that. 

The CHarrMan. Please continue. 

Mr. Ervin. Bankers, Government agencies, Federal Reserve 

thorities, and economists have been working overtime to restrict 
credit expansion. When the sv occasions ally stop to eat, they dictate 
between mouthfuls additional proposals for sweeping back the credit 
side. On the heels of the Reserve Board’s regulation W, to check 
consumer credit, and regulation X, which bears down on real-estate 
mortgages, came the voluntary credit-restraint programs, blessed with 
the sanction of the Attorney General. 

Yet, in the midst of this valiant battle against the forces of price 
inflation, Congress shows signs of willingness to keep the Government 
in the banking business through the Reconstruction Finance Corpora- 
tion. If it does that, the chances are about 10 to 1 that the RFC 
will more or less counteract the repression of commercial lending by 
the banks—more if the REC is to play the unports ind role in the 
national economy which its friends assign to it; less if a reorganized 
REC is to adhere to the sound banking pr: wetices which the proposed 
one-man top and the planned Loan Policy Board are to enjoin upon it. 

So, a continuing RFC will either work for credit — and 
against the anti-inflation measures of the banking system or it will be 
practically inopers ative. 

\ great deal is being said about the usefulness of the RFC in pro- 
tecting credit-worthy small-business enterprises, about the unwilling- 
ness or inability of the banks to lend to them on “‘reasonable”’ terms. 
We recognize the importance of small business in our economy, but 
we believe this argument for the RFC is for the most part fictitious. 
lf there are cases in which businesses worthy of credit cannot obtain 


it except from a Government agency, these situations must be we) rhed 


i 
; 


two other considerations: 
risks of loose lending inherent in all Government banking. 
great probability that a continuing RFC, unavoidably 


to political pressures, would defeat the credit-restricting 


of the Reserve Svstem and the commercial banks. 

as financing the defense program is concerned, it should not 

en that the Defense Production Act authorizes the three 

of the armed services to lend money to defense contractors 

iarantee loans to them. It cannot be said that a continuing 

REC Is ydisnel sable to the national security Sinee that Is the case, 
a Government agency —particularly one with the spotted record 
this one—should be prevented from making war upon the country’s 
effort to save its lf from a dangerous credit inflation. 
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And the best way to prevent the unneeded RFC 
is to abolish il 

The Cuarrman, Thank vou, Colonel, 

Do vou gentlemen have any questions? 

Senator SCHOEPPEL. I notice that you are di 

Mr. Ervin. Yes. sir. | 

senator SCHOEPPEL. Of what size bank are v¢ 

\Ir. Ervin. We have total assets of about SS5 

Senator SCHOEPPEL. [ am not trvine to 


secrets or anvthine: but about whit s the 
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aver 

wKe tO a business or a manulacturine concern ? 
Mr. Ervin. Of course. we are restricted | 

\ct, vou know, and we ean only loan so much 


many times between banks in a total loan. 


uverage | do hot know the average, but W 


S100 up to our limit of about S600 O00 
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hesses that you have mentioned mn vour 


rather larce number of those loans that m 
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Mr. Ervin. Yes: we have. quit. 

Senator SCHOEPPEL. Give me so; 
of those loans were, 

Mr. Ervin. I think they would avera: 
sibly the largest that I recall which was arou 
There is one company I am referring to that 
about S350 000. 

Senator SCHOEPPEL. And were those short 
the length of the loan? 


\[r. Ky VIN { sually all cli mand 
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Senator SCHOEPPEL. Do you find in you 


2 hesitaney on the part ol businesses Start 
cre loans of lon rer duration? 

\Ir ERVIN. No: because competition 3s SO 
all banks and all lending agencies that if a man 
has anything that is logical at all he has no troub! 

Senator SCHOEPPEL. What is the rate of inter 
generally speaking, on that? 

Mr. Ervin. That all depends upon circumstance: 
upon the lending market. I would say they would 
percent under present conditions 

Senator SCHOEPPEL. You have a feeling. T tal] 
experience, that present banking facilities and pres 
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are such that a legitimate small business starting with a reasonable 
degree of business judgment could be locally financed without the 
necessity of going in and asking for some help from RFC? 

Mr. Ervin. You have no conception of what the competitive 
market is today in loaning money. All banks have sales departments. 
They are trying to sell money. Ido not think there is a week passes 
in my business that there is not somebody from New York, Chicago, 
or some place wanting to loan you money. 

Senator ScHorrre.. That is interesting to me. Let me ask one 
more question. 

Has your bank participated in any RFC loans? 

Mr. Ervin. No—only to this extent, of course, on mortgages, and 
so on, and so forth. That is through the other agency, but I do not 
recall of any particular loan that we have made in connection with 
RFC. 

Senator Scnorpre.. I take it that you are operating in the Pitts- 
burgh, Pa., area? 

Mr. Ervin. That is right. 

Senator Dirksen. Were you in the military service? 

Mr. Ervin. Yes. 

Senator Dirksen. Is that the source of vour title? 

Mr. Erviy. It is one of those ambiguous things. I also operate a 
farm in Gloucester County, Va. It is nearly as bad as Kentucky. 
I earned mine honestly. 1 was in the First World War and served 
actively in the Active Reserves from 1920 to 1945 until 

Senator Dirksex. What line of business are you in? 

Mr. Ervin. We operate foundries and machine shops for the pro- 
duction of heavy-capital rolling-mill equipment for steel mills, copper, 
brass, aluminum, rubber, and so forth. 


Senator Dirksen. What is vour official capacity with the company? 


Mr. Ervin. President and general manager. 

Senator Dirksen. How many people do you employ? 

Mr. Ervin. About 1,000. 

Senator Dirksen. In your capacity as a banker, are vou active in 
the affairs of the bank? 

Mr. Ervin. Only as a director and also a member of the trust 
committee. 

Senator Dirksen. In that capacity, however, vou do have a 
chance to look over the portfolios of loans and applications, I take it, 
from time to time? 

Mr. Exvin. That is right. 

Senator Dirksin. So in respect of lending money and extending 
lines of credit vou are familiar with the operations of vour bank? 

Myr. Ervin. We O. K. at every weekly directors’ meeting all loans 
that are made. 

The CuarrMan. Any further questions? 

Senator Binron. I have a question. 

Senator Dirksen. I have just a few more. 

I notice in your statement, Colonel, you say there has been a 
change in attitude on the part of the banking fraternity since those 
early depressed days. 

Will vou amplify that just a little? 

Mr. Ervin. Very much to this extent: Of course, they used to say 
a banker had one very cold eve and the other was glass. I think 
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that has been changed very radically. As I pointed out before, all 
banks today have sales departments, operate sales departments to sell 
their services and sell their money. Twenty years ago that was not 
true. 

Senator Dirksen. Interest rates being what thev are today, of 
course your overhead goes up, and the expense of doing business goes 
up in other lines of endeavor, but it does make it a competitive 
business, and if you trv to be a money warehouse you finally go out of 
business; is that right? 

Mr. Ervin. That is right. 

Senator Dirksun. So vou have to find a market for this capital? 

Mr. Ervin. That is right. 

Senator Dirksen. And in vour bank there is a sufficient supply of 
capital to take care of the applications that are reasonable in nature 
and reasonably good? 

Mr. Ervin. Every bank in the country today has a surplus in 
lending money. We are not alone in that. We have to lend money 
to make money. 

Senator Frear. Senator Bennett? 

Senator Benner. This may be a race. between me and Senator 
Benton to see who gets the question first. 

There is a bill before the Senate eee esas Saeemnre a system 
of banks to provide for long-term capital for small businesses, with the 
thought that the Federal Reserve bank would probably start it and 
invite member banks such as yours to participate 

Do you think vou as a director of a bank would be interested in 
supporting or investing some of the capital in the bank in a mutual 
bank with other banks in the area which would be in a position by law 
to loan for 10 or 15 years instead of on a 90-day basis to business to 
supply capital? 

Mr. Ervin. We are doing exactly the same thing now on your vet- 
erans’ home loan proposition, 

Senator BenNetrr. Yes; but vou have tangible piece of collateral 
there, and the situation with a business, an operating business, 
little different. 

Mr. Ervin. You have your tangible assets just the same there 

They are either good or bad. 

Senator Bennerr. You said a little earlier that most of vour loans 
were demand loans. Many of those, as a matter of fact, are held on 
the books of the bank for many months, sometimes vears, before vou 
actually close them out. So vou can be in the position of making 
fairly long term loans, as long as you keep the form of your paper in 
the shape that satisfies the bank examiner. 

Mr. Ervin. The director of the Bearing Co. of Pittsburgh borrowed 
$4 million on a 7!:-vear basis from the bank, and the rest of it was taken 
up by the insurance company on a 15-vear basis. 


Senator BenNerr. Would you make a similar loan to a man who 
wanted to borrow $25,000? 


Is a 


Mr. Ervin. If he had a prospect, ves; | mean prospect of con- 
tinuing. 

Senator BeNNerr. So you are supplying some long-term capital? 

Mr. Ervin. That is right. In fact, the insurance company wants 
long-term loans. The big improvements made in Pittsburgh today 
72—51 
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are practically all financed by the local banks and by the insurance 
companies. 

Senator Bennerr. Does your bank have a mortgage department? 

Mr. Ervin. Yes. 

Senator Bennerr. Do you make long-term loans in your commer- 
cial department? 

Mr. Ervin. Yes. 

Senator Bennerr. I can realize you would make long-term mort- 
gage loans. 

Mr. Ervin. We also make them in our commercial department. 

Senator Bennetr. On an amortization basis? 

Mr. Ervin. That is right; and, of course, subject to profit-and-loss 
statements every quarter, every half, so on and so forth, whatever is 
necessary to see the concern is still progressing or going backward. 

Senator Bennerr. I think I understood you to say you had no RFC 
participation in any of your loans. 

Mr. Ervin. I do not recall any particular loan where I attended 
meetings where we were involved with any RFC money. 

Senator Bennerr. Your own company has never had any RFC 
loans? 

Mr. Ervin. Our individual company? 

Senator Bennerr. Yes. 

Mr. Ervin. I might give you a little history on that which may be 
a good illustration: 

I was president of this company at the bottom of the depression in 
1932, and they had lost money consistently since 1928. They owed 
about $2)5 million. We finally went into 77 (b) and cleared the thing 
up and paid off our bond issue, the commercial creditors, and our bank 
loans to the extent of over $2}; million without going to RFC. We did 

all through local financial institutions. 

Sen: me BeNNeETT. You mean you refinanced it. 

Mr. Ervin. Yes. 

fosatee Bennetr. But your company has never been an RFC bor- 
rower? 

Mr. Ervin. No. And any other company that I have been in- 
terested in. 

Senator Dirksen. Colonel, there is a clearinghouse in Pittsburgh, 
is there not? 

Mr. Ervin. Yes. 

Senator Dirksen. And your company is a member. 

Would you say you represent subst: anti ally the viewpoint of all the 
member banks in the Pittsburgh area? 

Mr. Ervin. Yes. There are the Columbia and the Mellon interests. 
Those are the dominant Pittsburgh interests. Then there are five inde- 
pendent banks with branches, and we are among the five. We repre- 
sent about $85 million in total worth, and we have a trust department 
which has about $75 million, and also about $50 million in the real- 
estate department. 

Senator Frear. Senator Benton. 

Senator Benton. I have been very interested, Colonel, in your testi- 
mony. Ihave just learned that Senator O'Mahoney is going to testify 
tomorrow on his bill. I am going to read the bill tonight in order to 
know more about it. My impression, just to clarify Senator Ben- 
nett’s question, is that the proposal is for the local banks and financial 
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institutions and insurance companies, and so on, to start the 
capital bank, to put in the capital, to own all the stock. 

\ir. Ervin. Yes. 

Senator Benron. Then for the Federal Reserve to disc 
paper. 

Senator Benner. I read the bill. 

Senator Benron. I wish you would elarify it 

Senator Bennerr. Well, it could be done in either one of two ways 
The Federal Reserve System can provide the additional! capitis 
then sell itself out to the member banks in its district 

Senator Benton. Yes; | remember that. 

Senator BENNETT. Or it can persuade the member 
it without Federal Reserve System participation, or 
combination of the two 

Senator Benron. And the Federal Reserve can then 
paper 

Senator Bennetr. That is right 

Senator BENTON. So that vou might start a capital bank, say 
$1 million capital in Pittsburgh, by passing the paper back 
Kederal Reserve, and make these longer-term equity loans 
up into several million dollars of your original $1 million 

1 have assumed, without having had the benefit to s 
mittee hearings that many of the other Senators have ha 
fact that thousands of people pour into the RE« 
men ask for loans, get the loans, pay back the money, 
these loans are loans which for law or some other 
eranted by the local banks; in fact, if the loeal bank will 
the REC legally cannot make the loan. | have assun 
Was some gQap anc need in our financial mechanism which the 
yrovided for these small-business men which the local banks 
rrovide, and | have assumed that Senator O’Mahoney’s 
another way to try to set up a financial mechanism to 
same need Indeed, | thought his bill sounded as if it mich 
better wav to meet this need than the RFC has proved 

Senator Bennett. His bill comes out with the same 
created the capital report. 

Senator Benron. I think it grew out of the capital 

What puzzles me in line with the testimony of the 
experience in banking, which, of course, | lack, 1s 


| 
| 


mechanisms today are competing with each other 
loan all this money, who are these people that come to tl 
this money, borrow it, pay it back again even the test 
representative of the National Association of Manutacti 
morning showed 7, 9, and 12 percent of his membership savi 
needed more easy access to capital. How do you reconcile 
is the reconciliation there, because if vour testimony | 
of the cOuUnLrY as a whole it would not only follow vou 
REC but vou do not need Senator O’\ahoney's 
capital bank, either. 

\Ir. Ervin. Senator, I can answer that in two ways 
sticking my neck out in the first one, but this is my own personal 
opinion: that, like Ivory soap, 99.48 percent of the people who apply 
for loans to the RFC in preference to their local lending institutions 
do with the full hope, intent, and purpose of never paying it bac 
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Senator Benton. Well, that is not the record of the RFC, 

Mr. Ervex. I am talking about the intent, where with a local 
institution they know that they have to pay it back. 

Senator Brenton. The RFC has collected an awful lot of money. 

Mr. Ervin. Yes, but not quite enough. Supposing you take your 
losses on Tucker, Lustron, and a few others which we could mention. 
Supposing those losses were incurred by local institutions. They 
would not last very long, would they 

Senator Benron. That, vou say, is your personal opinion. It 
seems to me the record of payments to the RFC would show even if 
that is the intent the RFC must then be a great deal smarter than ] 
have ever assumed they were, because if they are dealing with men who 
have the intent not to pay the money back, and then have this record 
of collecting this money, they have done a much more able job of man- 
agement than I ever supposed. 

Mr. Ervin. Have you ever seen a breakdown of their losses against 
their returns? I never have. 

Senator Benron. We have been listening to witnesses who have 
been saving that they actually have not made a profit. I have not 
heard it alleged that they made a loss. 

Mr. Ervin. Well, I would like to see a breakdown of that sometime. 
We have to give it; all the national banks, of course, have to make re- 
ports. We are publicly audited and we have to publish our state- 
ments 

Senator Benton. Have vou some other explanation of this incon- 
sistency between your report on the situation in P ittsburgh and the 
long record of . tivity of loan applications to the RFC 

Mr. Ervin. As I say, I cannot answer that intelligently because | 
have never seen a breakdown of what their losses and their profits have 
been—what their recovery has been. 

Senator Benron. You think what is true in Pittsburgh, as vou have 
described it, would necessarily be true, let us say, in line with Senator 
Fulbright’s question of yesterday, in Arkansas? 

\Ir. Ervin. The same thing applies. 

Answering your other question as to Senator O’Mahoney’s pro- 
posed bill on setting up a national bank and the banking industry more 
or less feels—of course, you know every national bank or every. bank 
that has a Government guaranty on deposits has to deposit so much 
with the Federal Reserve bank. We feel that there is sufficient funds 
there deposited by the financial institutions of the country to the Fed- 
eral Reserve, sufficient funds to guarantee many things which are 
tried to be set up by a national bank. 

Senator Benron. In line with Senator Bennett’s comment on 
Senator O'’Mahoney’s bill, [ served all through the war on the com- 
mittee that led up to the writing of the capital report, and I must 
admit, after many weeks of meetings and testimony over a period of 
years, the businessmen in that group were virtually unanimous in 
their decision, and this included many very substantial businessmen, 
such as Mr. Hormel and Mr. Paul Hoffman, and se forth. They 
were virtually unanimous that our present financial institutions, in 
line with the laws under which they must operate, the bank inspectors 
and so forth, did leave a gap from the standpoint of the legitimate 
needs of wholly sound and legitimate smaller independent business 
enterprises in their need for capital expansion, working capital, 
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equity capital, and longer term loans in contrast to short-term loans. 
That was the decision at that time, and it was out of that decision that 
Mr. Kaplan, now with the Brookings Institution, wrote his book 
proposing the setting up of this new kind of financial institution. — | 
therefore approach this with that background which predisposes me to 
the behef that the need exists and that if it is not met by the RE‘ 
I am the first to concede their may be some far better wav that could 
be created to take care of that need. I should think it would be 
particularly interesting to any Senator from the West with the greater 
need, actually, for equity capital in the Western States and greater 
scarcity of it in contrast to youl established financial centers like 
Pittsburgh. 

Senator Bennetr. We have to realize that Mr. Ervin has not read 
the bil either. He cannot have a very clear impression of what we 
are trying to describe. 

Mr. Ervin. You mean the reorganization? 


Senator Bennerr. No; Senator O'’Mahoney’s bill 
capital banks. 

Mr. Ervin. As I say, our answer to that is we feel there is suffi- 
cient reserve in the Federal Reserve bank which is set up as our deposit 
to the Federal Reserve Iyy which they could do that very easily 
They need no other funds from any place 

Senator Bennetr. May I try in a sentence again to tell you the 
function of this bank. 

There are certain limitations placed on you by the Comptroller of 
the Currency, and your bank examiners examine your portfolio with 
certain standards in view; is nof that right? 

Mr. Ervin. That is right 

Senator BENNETT. Under this system the rules would be changed 
under which the bank examiners would examine the loans, and it is 
proposed that all the banks in the Pittsburgh area—do you have a 
branch of the Federal Reserve in Pittsburgh? 

Mr. Ervin. No. We are unfortunately a sub under Cleveland, 
which we resent very much. 

Senator BENNETT. Then the theory is that all the banks in the 
Cleveland area would be invited to subscribe to a total capital of So 
million for an intermediate bank, and that new bank would have the 
power to loan money to commercial enterprises for 10, 15, or 20 vears 
without question or criticism, and you would participate, O1 the bank 
would participate, as a stockholder and as a source of business for the 
new bank for which you are a stockholder. 

Senator Benton. And to accept equity stock: under certain cir- 
cumstances. 

Senator Bennerr. And to accept preferred stock or bonds of these 
companies in order to provide capital for them. 

Mr. Ervin. The only thing I see against that would be your 
duplication of the Federal Reserve. Of course, there has been a great 
liberalization recently. For instance, in the State of Pennsylvania 
and many States are the same; Pennsylvania has been very strict 
in your trust funds you have legals and nonlegals, and legals usually 
consist of Government securities, municipal securities, and State 
securities. Now they have liberalized that to the extent that they 
have an extended list of companies’ preferred stocks and accumulative 
stocks and commercial bonds, and some of these States have even 
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gone so far as to legalize certain approved common stocks, so that it 
would be just a step in the same direction which the banking people 
have liberalized in the last few vears. 

senator Bennerr. This law is, in effect, an amendment to the 
Federal Reserve Act; so, it extends the Federal Reserve’s power into 
this new field of long-term lending. 

Mr. Ervin. It practically liberalizes—well, why would you need 
to set up a special bank for that purpose when your local banks would 
be tickled to death to participate? 

Senator Bennerr. Legally, you cannot, as a commercial bank, 
participate because vou would be criticized in making a l5-year loan 
without real-estate collateral, 1 think. 

Mir. Ervin. A real-estate mortgage does not mean much to mi 
They could walk out and leave it there. 

Senator Bennerr. But it might mean something to the bank 
examiner. He has certain rules he has to live up to. 

Mr. Ervin. But if vou liberalize your policy, vou liberalize, as 
said, their policy to examine vou for that purpose. 

Senator Bennerr. But, instead of liberalizing the policy for thi 
individual national bank, they have chosen to set up a new instru- 
mentality with a different set of rules so they can still bold vou to the 
present set of rules for your normal banking procedure. 

Senator Benron. And different kind of men. That was part of the 
original concept: that you would have in this new kind of institution 
a different type of bank officer. 

Senator BENNETT. Yes, a loaning, officer. We are talking to Mr. 
Ervin about something that he has not had a chance to study, and it 
may be unjair to question him on that in that regard, but [ am happy 
to know that Senator O'Mahoney will be here tomorrow and we will 
have a chance to discuss his bill. 

Mir. Ervin. | have had many personal arguments with him, and 
he is very cood. 

Senator Dirksen. Of course, Mr. Ervin, it goes back to on 
observation you made in type statement 

Senator Benton. Excuse me. If Senator Bennett agrees, I am 
going to call Dr. Kaplan and ask him to come up in the morning also. 
I think he might make a real contribution. 

Senator Bennerr. | hope you will. I would like to have his view 
on it. 

Senator Benton. I have had the feeling that this bill bas had no 
real interest supporting it. I mean, there has been no organized 
group with a real stake in getting it over; and, as a result, I have the 
feeling the case that can be made for it has never been put forward. 
I believe that many more people would favor the abolition of the 
RIC if it were tied up to a constructive proposal that meets this very 
real need. I believe you have it in this bill. 

Senator Benner. | think the problem should be studied together 
very definitely. 

Senator Benron. That is the point. The two are together. 

Mr. Ervin. You brought something out here today which I think 
should be carried a little further than it has, and that is to examine 
the application of loans to the RFC in comparison to the application 
of loans to the local institutions. 1 think you will find a great variance 
there. 
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Senator Benton. Under the law, Colonel, the RFC cannot make : 
loan which your bank would be willing to make. 

Mr. Ervin. Did you not prove that point here today, though? 

Senator Benron. That is the law under which the RFC was set up 
and under which it operates; so, naturally there is a profound difference 
of type and character of applicant. 

Mr. Ervin. Well, vou do not quite get my point. | 
about naturally when a business concern goes to a local le 
institution or bank they make a statement why they want the 
and why they are entitled to it. Now, if the local institution 
that down and they make another application to RFC, are those 
applications for that loan the same, or are they different? 

Senator Benron. They would have to be different un the 

Mr. Ervin. No. 

Senator Benron. The man would have to demon 
could not get the loan from its local bank. 

Mr. ERVIN. Then why should he be allowed to vet 1t trom 
RFC? What is in the application that makes it different? 

Senator Brenron. That is exactly what we are trying to determi 
whether there is a need here. That is the purpose of these hearings. 

Mr. Ervin. I think vou will find a great difference. 

Senator Frear. Colonel, is it not true that an applicant and by 
the way, which bank is yours? 

Mr. Ervix. Commonwealth Trust Co. 

Senator Frrear. That for some restricted measure by statute that 
you could not loan this applicant the amount of money for which 
he applied. You would have to refuse him. 

Mr. Ervin. No; we are only limited by the national bank laws to 
loan up to a certain percentage of our total deposits. 

Senaicor Frear. But that is a limit, sir. 

Mr. Ervin. That is a limit. We very seldom exceed that; : 
we do exceed it, why, in every city of the country there is 
standing between banks that we go up to our limit and the 
banks participate. 

Senator Frrar. But still you have the prerogative of 
loan. 

Mr. Ervin. If we do not think security is sufficient, ves. 

Senator FrRrEAr. Suppose vou might want to loan it to them of 
your own volition, but the National Bank Act, or whatever act that 
you operate under, would prohibit you because ol your capitalization, 
for instance. Therefore, you would say: ‘‘We cannot make this 
loan.” That is, regardless of what your participation may be with 
the New York bank—and I do noi think you need much money out 
of New York—that loan would automatically be refused 

Mr. Ervin. No; it would not be refused if it was a legitimate loan 
and a eood risk. We would take that loan. We had a loan re cently 
of $1,750,000. 

Senator Benron. But many a smart businessman will not expand 


1 


on the basis of borrowing on a demand note at a bank 

Mr. Ervin. Why not? 

Senator Brenron. You may not have had the same experiences 
with banks that I have had, but I assure vou there are many things 
1 would never do in my own business with demand money which | 
owed to a bank. J am not now speaking just personally, but IL am 
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reflecting a general attitude on the pact of the business community 
whereas if you can go to the RFC or your new capital bank and get 
time money, and money over a period of years 

Mr. Ervin. | was trying to explain his point, that banks partici- 
pate, and that this particular loan which was $1,750,000 was beyond 
our limit, but we took the loan with the participation of two other 
banks which included the Mellon National Bank and the Columbia 
Trust Co. Soa bank does not turn it down on account of their own 
limits, if they can participate with some other bank, which is very 
common. practice. 

Senator Frear. Oh, absolutely. I admit that it is very common 
practice, but the prerogative of your bank would be to deny that 
loan 

\ir. Ervin. No; it would not. We would be tickled to death to 
do it. 

Senator Frear. You would have the privilege of denying it or ac- 
cepting it; would vou not? 

Mr. Ervin. That is right. 

Senator Frear. And without participation if it went above your 
capital limit of the loan you would have to deny it unless you had 
participation; would you not? 

Mr. Ervin. That is right. We could be delimited by our own re- 
sources, but we certainly would not turn it down because those are 
the things we are looking for. 


Senator Dirksen. | was going to say with re spect to this line of 
discussion, one - the things involved in this RFC controversy is, as 
you indicated in your statement, its inflationary effect. With one 
hand vou wre down upon banking credit, and in the next breath 
you pull the stops and let a Government agency feed money into the 


economic bloodstream, and from whatever source it comes is infla- 
tionary. If you are going to set up capital banks, notwithstanding 
the fact that they can make long-term loans, and occupy a cubicle 
that seems to be sort of insulated from the rest of the banking opera- 
tion, those dollars are just like dollars that go out of your bank, as a 
matter of fact, so far as its impact upon the whole economy is con- 
cerned. IL would just offhand make the categorical statement and 
question the wisdom at this time of an operation of that kind. | 
want to satisfy myself a little more thoroughly with some of the pro- 
visions of the proposal. 

Senator Benron. Could [ make a comment on that? 

Senator DirkKsEN. Yes. 

Senator Benron. | see clearly a great deal in that viewpoint. On 
the other hand, I think it has the interest of the whole economy and 
all the American people to try to stimulate the development of smaller 
independent companies, notably manufacturing companies. Your 
larger companies who are going to take your war contracts, and so 
forth, are going to have no trouble getting the credit. 

As the witness has just indicated the banks line up with their 
salesmen in front begging them to take the money. Therefore, the 
money put into the economy by either the RFC or the capital bank 
behind small independent manufacturing business is not a total 
addition to the total circulation of money in the economy, because 
by presumption you are trying to develop smaller indepe ‘ndent manu- 
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facturing companies to do a bigger share and a bigger proportionate 
part of your total production. 

Senator Dirksen. The trouble is, Senator Benton, that you do 
hot diminish ai the other end, but you are still feedu yr ndaitiona 
dollars 

Senator Benron. To that extent it is inflationary agree With vou 

senator Dirks} N. Those dollars have no tag on them aha Vou 
could never identify them, whether they come from a newly created 
capital bank or commercial bank, commercial savings bank, the 
REC, or any agency of Government It is still a dollar You ar 
adding to the number of excess dollars that ar ! { 


supply of cwoods., and is the woods hecome scare 


ln pact on defense is exactly the same, and you are d 


1 think, what we are trying to undo by direction in 
REC, if it can be accomplished. 
Mr. Ervin. We feel this in the banking industry 
sufficient banking institutions and plenty of borrow 
money, Whichever you want to call 1 
that develops in this country 
Senator Frear. Any further questions? 
Colonel, we appreciate vour appearance here tod: 
testimony. 
Mr. Ervin. Thank you very much, sir. 
Senator Frear. We willrecess now until 10a.m. tomorrow morning 
(Whereupon, at 4:15 p. m., the committee recessed until the follow- 
ing day, Wednesday, May 2, 1951, at 10 a. m 


[, to take care O 
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WEDNESDAY, MAY 2, 1951 


Unirep STatTes SENATE, 
COMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 

The committee met, pursuant to recess, at 10 a. m., in room 301, 
Senate Office Building, Senator Burnet R. Maybank (chairman) 
presiding. 

Present: Senators Maybank, Fulbright, Frear, Benton, Capehart, 
Schoeppel, Dirksen, and Bennett. 

Also present: Senators O'Mahoney and Kem; Representative 
Patman. 

The CHatrMan. The committee will come to order. 

For the benefit of the committee, the tentative schedule of wit- 
nesses for next week for the Defense Production Act hearings has not 
been cleared as vet. This is the best we could do so far; Monday we 
will have Mr. Wilson and Mr. Small; Tuesday, Mr. Sawyer and Mr. 
Fleischmann; Wednesday, Mr. Chapman and Mr. Gibson; Thursday, 
Mr. Tobin and Mr. Taylor; Friday, Mr. Martin, General Marshall, and 
Mr. Keyserling. The following Monday, Mr. Johnston and Mr. 
DiSalle; and Tuesday, Mr. Brannan and Mr. Wood. 

Since Mr. Dawson is going to come here next Thursday, I presume 
that the members of the committee will desire to be present at Senator 
Fulbright’s subcommittee meeting. Therefore, I am going to ask 
that the above schedule be set back 1 day. 

Senator Bennetr. You mean, Mr. Chairman, we will have the 
Monday meeting but omit the Tuesday meeting and set the rest of it 
back? 

The CHarrman. I imagine that is what the committee would want 
to do, certainly the members of the subcommittee would want to do 
that. So we will set these hearings back 1 day and that will run 
our hearings through next Wednesday. 

Senator Benron. Are all committee members invited to the hear- 
ings of the subcommittee? 

The CHAtRMAN. That was discussed with Senator Fulbright, and 
the subcommittee would be glad to have the other members of the 
committee present. 

We will not be able to close these hearings, I do not think, tomorrow, 
because there are a good many people that want to testify in favor of 
the RFC. This came to my attention this morning. We can call 
another meeting on Friday and hear some of those that want to be 
heard, but I think we are going to have to limit the number that want 
to be heard. 

If Mr. Parsons will get in touch with the people on this list we will 
hear them on Friday. 
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Senator Benron. Will Friday give them enough time? You know, 
there are a couple of far western bankers that want to come here. 

The CuarrmMan. We can let those who cannot get here file briefs. 

Senator Benron. I think that is a good suggestion. 

The CuarrMan. I would like to correct one statement that has been 
made I hope any member of the committee will correct me if T am 
wrong, but I do not want this record to show that people can borrow 
mone\ from the Defense Department to finance anything. T have 
been told that they cannot. Furthermore, I have been told most of 
them have been given the run-around by the Defense Department ; 
in other words, they say, we will give vou a contract for steel, we will 
vive vou a contract for cotton duck if vou have the order from the 
N\ PA to vel the priority ora certificate of necessity. | checked last 
night and Tam advised that the Defense Department has never made 
any loans. Is that what they told vou, Mr. McKenna? 

Mr. McKenna. Yes. 

The CuatrMan. At home, for instance, there is a man who has a 
big cotton mill making duck. He comes in here and gets a certificate 
of Necessit \ forduck. His emplovees are out of work and they cannot 
even get an order from the Army. The Army gives the excuse they 
do not have the money. 

So the statements that have been made around here by certain wit- 
nesses, With good intentions, that appear in the record, that vou can go 
to the Defense Department and get a loan is contrary to anything 
that is done. They do not even give business to people who have 
facilities for the things they need. I can only substantiate that by 
the cotton-mill man at home whose emplovees are out of work, who 
makes duck. 

I just wanted to clear the record up on that point. 

Senator ScHOEPPEL. Mr. Chairman, a good many people have had 
the impression that that is what is done. 

The CuarrMan. I can only tell vou what they told Mr. McKenna, is 
not that right? 

Mr. McKenna. That is right. 

Senator ScHOEPPEL. I think that is a good thing to bave in the 
record. 

The following was received in response to the above:) 

Munirions Boarp, 
Washington 25, D. C., May 2, 1951. 


Hon. BuRNET R. MayYBAnk, 
/ nited States Ne nate, 


DrAR SENATOR MayYBANK: Reference is made to your oral inquiry on May 2, 
1951, addressed to the Munitions Board and transmitted by your staff repre- 
sentative, Mr. William MeKenna, in which you requested confirmation of the 
fact that the Department of Defense does not have authority to make direct loans 
to businessmen under the Defense Production Aet of 1950. 

Neither the Department of Defense, nor the military departments, have any 
authority under the Defense Production Aet, or pursuant to Executive orders 
issued thereunder, to grant direct Government loans to private businesses. 
More ‘over, they do not have the authority to certify as to the necessity of such a 
loan, the certifving agencies being the Departments of Commerce, Interior, 
Agriculture, and the Defense Transportation Administration. 

The military departments, Army, Navy, and Air Force, do have authority to 

tee loans under section 301 of the Defense Production Act and pursuant to 
‘utive Order 10161 issued thereunder. Of course, these are in no sense 
Government loans but strictly private loans made by private banks. 
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In addition, the military departments under their procurement and appro- 
priation authority may extend advance payments to contractors in some Cases. 
These are not loans but advances. 

1 hope this provides the information vou sought and confirms the oral opinion 
transmitted to vour office by Munitions Board staff representatives on May 2, 
L951. 

Sincerely yours, 
J. D. SMALL, Cha 

The CHatrmMan. The first witness this morning is Congressman 
Patman. 


STATEMENT OF WRIGHT PATMAN, A REPRESENTATIVE IN 
CONGRESS, FROM THE STATE OF TEXAS 


Mr. Parman. Mr. Chairman, I appreciate very much the oppor- 
tunity of appearing before this committee. In order to be a brief as 
possible I have summarized my testimony, and [ will do only a small 
amount of ad libbing. Although I am not appearing as a member of 
any particular committee, lama member of the Banking and Currency 
Committee of the House, and for that reason, over a period of vears 
| have been interested in the Reconstruction Finance Corporation 

The CuHatrMan. Mr. Congressman, we appreciate your member- 
ship on the committee of the House. 1 know of vour interest 1n the 
small-business man in the work of this Joint Committee on Defense 
Production as well as the House committee on Banking and Currency, 
After all the laws that are passed have to come through a joint confer- 
ence of which vou have been a member. 

Mr. Parman. Thank vou, sir. 1] am also a member of the Joint 
Committee on the Economic Report of which Senator O'Mahoney 
is chairman; the Joint Committee on Defense Production, and am 
chairman of the Committee on Small Business in the House. For 
that reason I have come in contact with these problems constantly. 

It is my belief that the continuance of the RFC is absolutely 
necessary for small-business concerns and for many larger concerns 
that cannot get credit locally or in the market place. 

Commercial banks will extend credit for 60 or 90 davs, but this is 
insufficient for small and crowing concerns, therefore the discontinu- 
ance of the RFC would be detrimental to our economy, 

The REC is a source of business for commercial banks. Thousands 
of loans that have been denied by local banks have later been accepted 
by these same local banks, after being shown by REC officials that 
the loans were good. The investigations made by the RFC, which 
local banks did not make, were convincing. It often happens that 
the RFC will make a good size loan and then later sell it to private 
banking interests when a few payments are made on the installments, 
or after it is found out to be a bankable loan. 

If small and medium concerns are denied the opportunity to obtain 
credit from the RFC, many of them will be unmercifully fed to the 
loan sharks, which is against the public interest. 

The RFC today, according to my view—and of course, | am not 
erilicizing any person, | am only expressing my own opinion—is the 
last financial friends of independent business. | refer to small business 
and also independent business, and in some instances large business, 
but small in relation to other businesses in that particular line of 
business. You take small business, of course, is a relative term. 
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Several good-sized automobile concerns are small business, vet they 
are in with Chrysler, Ford, and General Motors, and they are relatively 
small com] pare d to the major ones. 

Under existing law, which should be continued, concerns are not 
able to get loans from the RFC if they are able to obtain these loans 
lo ally at a reasonable rate of interest, and all the loans that he ave been 
mad bs RFC have been made by reason of the fact that tl eV were 
unable to get these loans locally 

Next, under existing law, which should be continued, the RFC 
does not make certain types of loans, like to a newspaper or to a 
radio or to a television station, or a magazine, on the theory that 
the RFC should not engage in any business directly or indirectly 
connected with the molding of public opinion. I think those excep 
tions could be very well expanded on. | have no objection LO any 
reasonable restriction or limitation placed upon REC 

In consideration of the charge that the lending of public credit 
through the RFC is socialistic, it is also well to consider whose credit 
is loaned by whom through the commercial banks. Both RFC and 
commercial banks, including the Federal Rest rve banks, Us¢ the 
credit of the Government. 

The number of commercial banks has decreased 50 percent during 
the past 30 vears. The remaining banks are stronger, larger and 
less inclined to sive consideration to credit for small concerns. 

six-sevenths of the loans extended by oe rcial banks are public 
credit—six-sevenths of the loans extended by commercial banks are 
public eredit—just as much so as money loaned by the RFC; only 
one-seventh is required as a reserve 

Commercial banks owe obligations to de eposi tors and stockholders, 
and the pi ublic interest is necessa rily second: yt 

Very short banking hours throughout the Nation make it difficult 
for the many thousands of concerns wanting credit to get prope! 
consideration for credit. 

Procurement officers we ru 

lemen, and I know you do. 
‘HAIRMAN. You mean the banking hours are too short’ 

.\TMAN. No, but procurement officers naturally prefer to deal 

| concerns rather than with small ones because it Is easie 

to deal ith them, and then they will not be eriticized. If they ion} 

with the largest concern in America, and a mistake is made, they 

d, but they have a lot of policing to do if they 

have to go out and screen the small concerns. It is a great respon- 

sibility on them and requires a lot more effort and time. Therefore, 
they naturally give the sales contracts to the large concerns, 

lt is likewise perfectly natural that large banks prefer to deal 
with large debtors, thereby eliminating much trouble, annoyance 
and subjecting their bank to less risk. 

\Mlany concerns, small in comparison to the dominant concerns in 
the particular business, vet large in size moneywise, cannot get credit 
nvoent established channels in many instances because those who 
control the boards of directors of banks and insurance companies 
capable of making large loans will not — the loans to be made 
because the applicants are not wanted in the particular business that 
—- v are trying to engage in. Directors are unlikely to make money 


‘credit available for competitors, or would-be competitors. 


n into this problem all the time, 


cannot be criticize 
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The discontinuance of the RFC would be a devastating blow to 
independent business, both small and large. It would place the use 
of credit in the bands of a few, thereby more closely knitting a monop- 
oly of mone \ and credit. 

The argument has bee h mi ide be fore your committee that 
eral Reserve bank should be sufficie nt to make these loans 
in agreement with that view. 

May I invite your attention to the fact that since June 
Federal Reserve banks have had plenty of money available to gis 
small concerns. They have wholly failed to svmpathetically con- 
sider maxing loans to small concerns. The number made is very 
small and the amount involved, the aggregate amount is very small. 

The CHAIRMAN. Mr. Congr ssinan, | might Say, We asked the 
staff to get for the record exactly how many loans were made and 
exactly who they were made to, and | understood that they were 
very, very small. 

The information referred to will be found on p. 250 

Mr. Parman. You mean the Federal Reserve bank? I looked into 
that one time, and | think you will find that the original act—l : 
quoting from memory— provides that the capital and surplus of the 
Federal Reserve banks could be used for that purpose, but there was 
a cut-off on it. There was only about $27 mniliion at the time, but 
provided that pnbest, if not in that aet, $139 million could be used, that 
is, the v could just get it from the Treasury if they needed to. 

The "HAIRMAN Tha tis 13 (b of the Federal Resi F¥Ve. 

Mr. emo in. That s right; $139 milhon. And I think » 
find that less than $3 million of that money has been loaned 
one time. They have vot sympathetically endeavored—I mak 
charge because after 17 vears if they do not make aD \ 
certainly during shat period of time they have been very m 
and desired, they have not been sympathetically administered. 

Senator Benton. Mr. Chairman, | talked to Mr. McCabe during 
his tenure as Chatrman of the Federal Reserve, on this very problem 
and | think it is fair to him and bis associates to state that 
formation of the RFC and the activities of the RFC, the 
serve, in large part, perhaps because the RFC felt that that partic 
role by the ¢ ongress 1p ceneral had been delegs ted to the RE ¢ oe hich 
is one reason, perhaps, the Federol Reserve has been 
this field. 

Mr. Parman. They have told me that, Senator, over 
Vears. 

Senator Benton. That was Mr. MecCabe’s statement. 

Mr. Parman. You know there are lots of loans RFC turned down 
that I thought the Federal Reserve should make, but they would not 
consider it, that is, they did hot consider if. to m\ knowledge, and | 
looked upon that more as an excuse rather than a reason I hope | 
am mistaken about it. 

Senator Benton. At least that was Mr. MeCabe’s statement. 

Mr. Parman. That is right; yes, sir. 

Senator ScHoEPPEL. Mr. Chairman, I would like to ask a question. 

If the responsibility was placed upon the Federal Reserve System 
to give consideration to certain types of small businesses in the event 
this agency Was closed up, the situation you refer to could not and 
should not exist. 
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ParmMan. That is exactly right, Senator. 

Our Committee on Small Business has had field hearings throughout 
the Nation. We have had them, I guess, in 20 different States where 
a small-business man would come up and testify before our committee 
where a record was made, and the RFC has shown up mighty good at 
those hearings. We have not had a single objection to the RFC in 
any of those field hearings in dozens of pl ices in the United States, 
but in dozens of ecases*they have told our committee they could not 
get along without RFC. So RFC has shown up mighty well in these 
public hearings throughout the entire Nation. They are still going 


on, but we have already gone to 20 different States, and we have some 


committees out today. The hearing was in St. — \londay, 
vesterday in Little Rock. today in Dallas, and tomorrow 1 1 Houston, 
and we are going to the grass roots, and we are hearing wi people. 

They are telling anything they want to, the testimony is not 
screened, and the witnesses are not subpenaed. They just say anvy- 
thing they want to, and the RFC is showing up mighty well in those 
pub lic hearings 

The Chamber of Commerce of the United States and the National 
\ssociation of Manufacturers have made some very strong statements 
against the Reconstruction Finance Corporation 

Gentlemen, | have been a member of this distinguished Congress 
in the House of Representatives for 25 vears, and during that time ] 
have naturally observed some things—if | did not learn anything, at 
least [ ran into some things and found it out the hard way. TI have 
been on lots of committees; I am proud of the fact that such great 
men as the gentleman from Illinois here, Mr. Dirksen, served on a 
special committee with me, or I served with him for many vears; and 
also Scott Lucas of Illinois, and Estes Kefauver; we have had lots of 
investigations and hearings throughout this Nation, and T have dis- 
covered that any association that nas } in its membership both big 
fellows and little fellows, in the case of a conflict of interest the big 
fellows invariably run it, without seaittinioe 

| would like for anybody to give me a case or an illustration or an 
instance wherein that is not true The private-enterprise system is 
necessarily selfish. We expect it to be selfish. We are all selfish. 
We are just made that wav. That is what makes the private enter- 
prise system click, and whenever vou reach a point in any big associa- 
tion representing both big fellows and little fellows, to where there is 
a conflict of interest, | have never seen the time when the big fellows 
did not control it 

This is an outstanding instance. Here isa C e where the ploneering 
feeling and spirit of people are aroused and thes Vv want to borrow money 
and go into business. Mavbe they have a patent or a new design or 
new model or a new something they want to get into the manufacturing 
business. What chance have they under the present system if they do 
not have an RFC to go io? 

I know a concern that tried to get into the steel business. They 
went to the banks, and, of course, in the Southwest our banks are not 
big enough. Now, if it is cotton, oil, cattle, or something like that, the 
banks go for it big, but whenever vou get into steel and something that 
they are not amauta with, why, they do not know e mene about it 
and are not too frie ndly to it, then vou have to vO LO the | ig banks of 
the country and you sell it to the big banks; the lower fellows, the 
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investigators, the engineers, and the people who report, they sav it is 
100 percent good. But when vou get to that top board of directors 
and vou see sitting around there Mr. Big Steel over here and Mr. Big 
Automobile over here and Mr. Big So and So over here, they ne 
grant those loans, they turn them down invariably. 

| am not here to vlve mstances and specific CUuSeS, but | Could i 
telling vou that they are not cone to grant loans yr credits to smaller 
concerns to go inte compet itl n with themselves = Vare Just hol 
oing to do it And i vou do not have ah RI ( you are rkenvVIn those 


little fellows the opportunity. 


So I insist, gentlemen, that the RFC is needed for our economy lt 
IS ba 1]\ needed lor our economy. Now ~ our economy LI suffer With- 
out the REC The coher inl banks have bee Ine, WV « ih hot savy 
too lazy and too indifferent valthough they are mal Ine More money than 
the ever made in the history of the Nation, and I an 1d, LO Sk h 
prosper. I ain vlad to see them succeed, but bv reas ol that the 
are not too interested in dealing with these small fellows and listening 
LO the problem: of the small Mian Bes des, the bank HY hours al 
pretty short They do not want to take up too mu h time w th them 

I have a letter here that was written to the Honorable John [¢- 


Cormack, AJOL leadet in the House of Represent it es, with 
instructions to send it to me from the Filene Foundation, and I will 


just read two short paragraphs right on this point. It 

Mr. 1 1s requested ) send sed 

ull busi ade und | f 
10 Valle \ iatl ind e Federal Rese Ba | { 
i l t conc ind ) Fa ) ( 
ra def eed riou es 


{ ' ro omar fact rers 


This Investigation and report discloses that the Deo] le tl Vy con- 


tacted and interviewed and interrogated about retting the loans 


from banks said that they based their feelings primarily upon the 
toughness and conservatism of the banks. The most frequent com- 
plaint was that loans are not large enough. They do not want to 


deal with these small loans. The banks and the Government have 


made an awful mistake. Congress is to blame, I am to blame, for 
permitting the banks to go down 50 percent i number when they 
ought to have gone up 50 percent in number. They are too few. We 
made a mistake there, and, therefore, they are not as eager to help 
these small fellows. They do not have the inducement that they 
used to have. 

So I seriously urge you gentlemen to give consideration to this, and 
do not abolish REC It is the last friend independent business has 
in this country. It would mean a monopoly of credit money, and | 
think would be detrimental to the general welfare. 

The CuairMan, Mr. Congressman, we appreciate those statements. 

Gentlemen, do vou have any questions? 

Senator Bennerr. | would like to ask a question or two 

Would you like to define a “‘loan shark” for the fFroup, (‘ongressman 
Patman? 

Mr. Parman. A loan shark, I would think, putting it mildly, and 
not being too hard on him, is one that charges an outrageous interest 
rate, an unjustified interest rate. 


S5072—51 19 








284 RFC ACT AMENDMENTS OF 1951 


Senator Bennert. Is there any area of size of loan in which a loan 
shark operates? 

Mr. Parman. No. But, of course, they are in pretty tall cotton 
when they get up into a million dollars. 

Senator Bennerr. My impression of a loan shark is a fellow that 
has an office upstairs somewhere and advertises loans from $10 to 
$300. 

Mr. Parman. That is more or less what you call a shotgun loan 
office. 

Senator Bennerr. I do not see how people who would borrow 
money for operating a business would get any satisfaction in attempt- 
ing to borrow from $10 to $300 from a loan shark, so I cannot see the 
validity of the argument that RFC is necessary to keep American 
business out of the loan sharks. ’ 

Mr. ParMan. Senator, may I invite your attention to the fact that 
there are lots of people not in the loan shark business, but would 
become a loan shark to that extent with lots of money they could put 
into these enterprises if they are given the right kind of cut and con- 
trol, and usually the management controls the concern. So they are 
just as much of a loan shark as the fellow who lets you have $100 and 
charges vou $150 for it. 

Senator Dirksen. Mr. Patman, that is a general observation. 
What is the foundation for it? You say that could happen. Are 
you sure it could happen? 

Mr. Parman. Yes, I know it could happen. I know instances 
where it could have been done that way, where financing could have 
been done. I know one concern that had to wait 2 vears to get 
financing because it would not submit to them. 

Senator Bennerr. May I move on to another question: You offer 
the very interesting argument that banking hours are very short so 
people cannot borrow money. You might be interested to know that 
in the RFC hearings it was brought out that it was impossible in some 
cases to get an appointment with the manager of RFC. They have 
been much more difficult to deal with than the banker, even though 
his hours may be only 5 hours a day. 

Mr. Parman. I would have to know about the particular ease, 
Senator. I think that would have a lot of bearing on it, and besides 
that, the ability of the RFC to service these fellows on account of the 
reduced personnel, and things like that. 

Senator Bennerr. The RFC has 3,000 employees. 

Mr. Parman. How many offices? 

Senator Bennerr. Do you know how many loans the RFC made 
in 1950? . 

Mr. Patrman. I do not know, Senator. If there is anything wrong, 
I think you ought to correct it. I am not against any limits ation or 
restriction being put into the law, but you ought not to kill it, you 
ought to encourage it and keep it. 

Senator Bennerr. In 1949 the RFC made 3,509 loans. That is an 
average of a little more than one loan per employee per year, so it is 
hard to understand that the RFC is short-handed, so that it cannot 
take care of people. 

Mr. Parman. With all due respect to you, Senator, I am not sure 
that comparison would be a good one. I would want to weigh that a 
little bit and analyze it a bit, in view of the loans and the size of the 
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loans, things like that; I have always found the RFC pretty tough to 
deal with. You are talking about glass-evyed bankers. If any glass- 
eyed bankers are in the country they are in RFC because they are 
pretty tough, they are just as hard as nails. I have not found them 
to be as soft and eusyv as some of these people seem to contend \lavy- 
be I have not had the power and the influence | have done my best 
to influence the REC in granting sound loans but | | ive not been 
successful Uh doing so 

Senator Bennerr. I would like to call your attention to anothes 
figure, or the same figure, from another point of view How many 
business enterprises are there in the United States? 

Mr. Parman. You mean retail establishments and all? LIL would 
say 3,000,000. ‘That is just a rough guess 

Senator BENNETT. Some other witnesses before us have indicated 
that the number is nearer 4,000,000. 

Mr. Parman. Well, I suspect they are right. I have not looked 
into it. I did not know vou were going to isk me that question, 
senator 

Senator Bennerr. In 1949 REC 

Mr. Parman. But | suspect 4,000,000 now would come nearer 
being correct. 


Senator Bennetrr. In 1949 REC made 3,509 business loans, that 
is a little less than one-tenth of | percent of the business establish 
ments that had loans from RFC. Is it not a little difficult in the view 
of that relationship to say that it is necessary to have REC to preserve 
the life of small business when less than one-tent f 1 percent of 
American businesses found it necessary to ask for loans with RE ¢ 

Mir. Parman. There is something else that could be said that would 


offset that some, Senator, and that is when sometimes a banker will 
not take the time to deal with a local man about his problem on a 
small loan. This local person, this applicant, will interest RFC, and 
REC, when it reaches a point where it is about to make a | 
bankers offer the loan and sometimes the banker takes the loan, be 


cause after it is put on the table face up he sees things there he did 
not see before, because he did not have the opportunity and did not 
take the time to investigate it A lot of loans are made by banks by 


reason of the activity of RFC in making the investigation, and the 
report in showing where it is a good loan. So that is not necessari! 
I do not think, a perfect example on that, Senator 

Senator Bennerr. Have vou been connected with a bank? 

Mr. Ps tMAN, No; except as mn attorney | ul ed to represent D nkin y 
interests in a minor way 

Senator Bennett. I sat on a loan committee of a bank for 10 vears; 
until I was elected to the Senate. In those 10 vears | never remember 
a single case of a loan being offered to us on the ground that it ha 
first been processed by REC and we deerded, therefore. that we shoul 
accept it. Also, knowing the banking situation in my own commu 
nity, every bank in the community has a small-loans department, and 
the small loans of the bank | was connected with alone ran more in 
a vear than the RFC’s total loans to business. So it seems to me that 
it is a little difficult to sustain the idea that American small business 
will be vitally injured if it cannot make 3,500 loans a year from a 
Federal Government agency. 
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Mr. Parman. But remember, Senator, that these are only certain 


loans, loans where the applicant cannot possibly get money locally 


or 
from any other source. That re 


stricts a lot of loans. and. too, after 
it Is investigated the bank has ¢ rig rht to take if 


. and sometimes they 
ao 


Possibly your bank is more pines ton and more liberal and more 
public-minded, more interested in trving to serve the public than some 
of them, and Wf they were all that way maybe we would not have any 
need for RE But vou have outlined a Situation that is new to me. 
The ones I have run into have not been that cood 
Senator Bennerr. | think you will find it is the common pattern in 
American banking today. We had a witness before us yesterday who 
testified that the banks of his acquaintance had sales departments out 
seeking loans, that competition was very high for new business. 
Mr. Patman. Who would the yg tition be with. Sen 
Senator Bennerr. Other banks, bidding against 
Mr. Parman. Well, it is not in my area. | cannot speak for yours, 
‘are lots of banks in this country 


» 
ntor: 


each other. 


but I can speak for mine. There 

that refuse to even deal with REC. |. Ley j ist will hot touch REC 
An applicant goes in and he says the RFC will take half of this if vou 
will take the other half. They will not even consider it, or RFC will 
take 90 percent if you will take 10. They will not even consider it, 
lots of them will not. 

Senator Bennetrr. The thine that puzzles me about this 
situation, | have indicated in my reference to the figures 
figures might be interesting. 

In 1950 RFC made 119 grocery store loans. How many grocery 
stores are there in the United States? And vet only 119 of them 

\Ir. PatMaAN. Senator, that is an argument, but | do not think it is 
a wood reason. You see, the fact it is there able and willing to do 
things sometimes is not necessary. Mr. Jesse Jones testified before 
our committee one time, and I think the distinguished gentleman over 
here was a member of the committee at the time in 1937 when they 
had not made a single loan during the past vear, not one. The 
members asked him, “How do you justify trying to extending RFC?” 

And he said, ‘‘Well, we need it as a shotgun in the corner.” 

Senator Dirksen. That was not the real reason, was it? 

Mr. Parman. I am just telling von what he said. 

si nator aaa N. Well, I re membel what Jesse Jones testified 
before ae House Banking and Curreney Committee 

Mr. PATMAN. aa were a member at the time. 

Siete Dirksen. That is right. Congress wrote in the require- 
ment that there must be reasonable collateral for the loan, and he said, 
“Gentlemen of the Congress, whenever you define to me what the 
standard is, whether it be reasonable or otherwise, I will administer 
it exactly as you write it.” 

The very fact that a did such a great job in administering the 
RFC without scandal or breath of suspicion is ‘as tty good testimony 
to his administrative capacity and to the fairness with which he oper- 
ated that Corporation. He, incidentally, believes it has outlived its 
usefulness ahd ought now to be abolished. 

Mir. Parman. Of course, I do not agree with him on that. 

Senator Bennetr. Mr. Patman, you made the interesting com 
ment that commercial banks will extend credit for 60 or 90 days. Do 
vou have the impression that they always Insist on payment of a note 
when it is due? 


whole 
some more 





' 
| 
| 
} 











in 


af 
Cc 
ou 


vill 


ole 


re 


do 
re 
ver 
Ley 
, 1c 


Yo) 


mM 
Do 


ote 


RFC ACT AMENDMENTS OF 1951 287 


Mr. ParMAN. Usually they do extend it, but you have that uppre- 
hension there as the small business man, and independent business 
man, that you have got to meet that deadling 

Senator Bennerr. We had a banker before us yest rday who 
testified that his bank was already supplying long-term capital within 
the limits of this restriction by a policy of almost indefinite extension. 

Are you familiar with the bill that Senator O'Mahoney has intro- 
duced in the Senate? 

Mr. Parman. As a member of the committee, the Joint Committee 
on the Economic Report, | heard Dr. Kaplan testify, and although 
he made a very fine witness, an excellent witness, and he presented 
his Lestimony ably and well, I do not think it goes far enough You 
see, we have to have a board that has a public interest paramount 
number one. 

As a banker, I do not blame the bankers for saving that they owe 


their first obligations to their stockholders and depositors. It 
perfectly natural that they should That is the private enterprise 
system. But we need a board or one person ce the Honorable 
Stuart Svmington over an agency that has the public interest numbet 
one, paramount, and the fact that they do not make so many loans 
why, that is more of an argument, I think, in favor of it, but the fac 
that we have it there, in the case of extreme need, | think will serve 


in the public interest. 


c 
> 
» 


Senator BeENNetrr. [ would be interest n knowing what you meat 
by “publ interest.” 

Mr. Parman. I think the Senator could define that better than I 
could. Of course, the people come first, the Nation and the peopl 
generally. 

Senator BenNerr. You feel that the 119 loans to in dual grocery 
stores , 

\Ir PATM N | do not mean to say that ) ql ait someth io” LO 
accommodate the 149,999,000 against one selfish, greedv proposition 
take something from them and give it to the other. | do not believe 
that is public interest, but [ mean just giving every fellow a square 
deal so far as possible within the Constitution and tl power ol the 
Congress. 

Senator Benner. If you are interested in preserving RFC for the 
public interest to make loans to small business, you are, in effect, 


saving vou are interested in community interest or public interest on 
a very limited scale. 


Mr. Patman. I do not accept that definition, Senator It is all 
right for you if vou want to put it that way. 

Senator BenNetr. | am curious, how can vou sav we must have a 
lending organization whose primary concern is the public interest and 
it must be available to loan money to grocery stores Im a single 
community. 

Mr. Patrman. In the event it is not otherwise availabl In other 


words, a good loan—here is a fellow that has good papel eood collat- 
eral, a pe fect loan, and just 


cause he cannot get it locally or he 


cannot go into the market place and get it, do you think he should be 
precluded from using the public credit to some extent. You know 
everybod\ uses public credit part of the time. even thr banks do 
In extreme cases, why _ there should be a plac wh tl ey can get that 


credit. 
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Senator BENNeET?. It seems to me the evidence is rather definite, 
that the private banking system must be making 1,000 or 10,000 
times as mapy loans as RFC is making, and the small residue of 3,500 
loans to business in 1950, it is difficult to define that as being over- 
ruling in the public interest. There may be many other situations 
than those you have described. Jt is a little difficult for me, having 
sat as a member of a bank loan committee, to think that there were 
3,500 perfect loans which were rejected by banks. 

Mr. PatMan. Sometimes we did not even consider them, Senator, 
They just would not consider those applications, and the fact that 
the number is small should be a recommendation for continuance 
rather than if the number were large. If it was 35,000, I suspect 
the Senator would be saving, if he is against RFC anyway, “Why, 
they are making too many loans.” 

But here the number is low. It occurs to me that that is an 
example, it is evidence that they are not abusing the privileges they 
have. 

Senator Bennert. It seems to me that it indicates we have an 
organization emploving 3,000 people and costing $18 million to cover 
a need that is infinitely smaller than the size the situation requires. 

The CHAtRMAN. Senator Benton. 

Senator Benton. I think that is a very interesting argument. 
T have never heard it put that way before, the fact that Joans being 
very small, in vour mind, is a strong argument for continuing the 
RFC. 

You think that the RFC, whether it makes any loans or not, the 
very fact it is there has an important effect on our banking system? 

Mr. Parman. That is what Mr. Jesse Jones said at the end of the 
vear when not a single loan had been made. 

Senator Benron. J must say I agree wholly with the use of your 
word “apprehension.” | think there are very large numbers of 
businessmen who, on demand loans, even if their banker assures 
them that he will continue them forever, are afraid to do certain 
things and take certain actions that they would lke to take if they 
had credit on a long-term basis they could definitely count on. I do 
not think the testimony of a banker vesterday answers that question 
or faces up to Mr. Patman’s word “apprebension.”’ 

There is a reason why they always want it on demand, and a 
reason they might call it sometimes, and that reason gives the appre- 
hension, to use Mr. Patman’s word, to the small-business man, and 
he is unwilling to do things because of apprehension on demand loans, 
even if he can get the loan, that he would be willing to undertake the 
kinds of loans proposed by Senator O’Mahoney’s bank or the kinds 
of loans he could get from the RFC. 

Do vou have any specific evidence, except the testimony coming 
before your clinics, Mr. Patman, on your point one here, ‘‘that cannot 
get credit locally or in the market place’’? 

Senator Bennett, referring to these witnesses yesterday, quite 
properly reminds you that this committee is told that there was no 
need for the RFC because the local banks provide all the credit, 
indeed, hire salesmen to try to force you to take the money. 

1 wonder if that may be true, let us say, perhaps, in Pittsburgh, 
which is the home of the banker testifying yesterday, but not true in 
Texas. 
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Mr. PATMAN. Well, have not known of anvbody trvihng to vet a 
loan for a bank iv Texas for a long time. J have not known of any 
salesmen for banks going around trying to get loans for the banks. 
That is just unknown in our section of the country. They are just 
not doing that. 

Senator Benton. Do you think, then, even if this is true, this is a 
local situation in Pittsburgh? 

ParmMan. It must be. ‘Take the Senator’s bank, if 
operated like his bank there would probab ly be no demand for 
other agency, but they do not all work that wavy. The bank system 
generally is mighty fine. Bankers are good. They serve the country 
in time of peace and war in a fine way, but in this particular field 1 
think there is a need for an REC as a stand-by agency when they cannot 
get it anv other place, and it "oe necessary that they make the loan, 
and the fact that the number is small I do not think is a reeommenda- 
tion against it | think it is a sseaesidiiadiadian for it 

Senator ScnorprrEL. Mr. Patman. | would like to ask vou this: 
Do vou think that some of the difficulty in obtaining 
mercial banks might be due to the requirement that they cannot make 
long-term amortization types of loans, thereby making them come to 
the RFC because they can stretch them out over 3, 5, or a 10-year 
period? 

Mr. Patman. That enters into it in a large number of cases; ves 
sir. 

Senator ScHOEPPEL. From your experience—and vou represent 
small businesses pretty actively—have vou found that generally to 
be one of the reasons for wanting the RFC 

Mr. Parman. Well, of course, that is a main reason, Senator, that 
they want longer terms than just 30, 90 davs or 6 months. You 
cannot operate very well that way. That is, it is more difficult to 
operate that way when I say you cannot 

Senator ScuoepreE.. Well, if that is the case, then should we not 
look to some type of rule or regulation or legislation, if necessary, 
permitting these banks, these national banks, and, of course, if it is 
a State bank put it under State laws, to make loans of longer duration 
if they are sound and in the public interest in the community’ 

Mr. Parman. Mr. Herbert Hoover recognizes that. In 1931, I 
believe vou will find, and he asked that the bankers organize what 
| believe he called regional banks or a national-credit corporation, 
and asked them all to subseribe so much money, and they tincorpprate 
under the laws of Delaware, | believe. Now, I am not exactly sure 
about the incorporation, but a sincere effort was made to have the 
banks put in some capital and use that capital for that very purpose, 
and it failed, and by reason of the failure the RFC came along. It 
just did not work. 

Senator ScHorerpPeL. Maybe you can enlighten me. What do you 
mean ‘failed’? 

Mr. Parman. They just did not make any loans, that is all. It 
just did not work. It failed to get the job done. ‘That is the reason 
the RFC had to come along. 

Senator Dirksen. Mr. Patman, you mean a regional banking cor- 
poration for this purpose was actu: ally set up? 

Mr. Parman. Yes, sir. At least there was an attempt made, 
because I remember it. I am testifying from memory only, preced- 


loans from com- 
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ing the estabjishment of RFC. Mr. Hoover made this suggestion, 
{ remember. It sounded like a mighty good suggestion to me, but 
in practice it did not work, and failing to work then the RFC was 
needed and necessary, and of course, was established in 1922. ] 
believe it was established in March 1932 

Senator Dirksen. That regional banking corporation was actually 
established? 

Mr. Parman. Yes; it was. 

Senator Dirksen. Did the Federal Reserve subscribe to it? 

Mr. Parman. I do not recall that, but anyway it was a good 
system set-up where ple nty of capital would be available. I well 
remember that. The theory was beautiful, but in practice it did not 
work. And that is the reason Mr. Hoover asked for the REC in 
1932, to get the job done. 

Senator Scuorrret. Mr. Patman, you have given a lot of thought 
to this from the standpoint of small business. Do you have an 
opinion here that you might express that would be helpful to the 
committee on what is the average size of loan vou think a small 
business would be interested in as a pretty good flexible field of opera- 
tion? There has been some talk here limiting it to $100,000. 

Mr. Parman. | would be opposed to that, because there are just 
as many deserving cases of maybe several million dollars and the 
concern you would grant to would be just as small as could be in that 
business. You take in certain lines of business, a $50 million concern 
Is not a large coneern, 

Senator ScHoOEPPEL. That is a rare exception when vou talk about 
small-business loans. 

Mr. Parman. Well, I agree with you, it is an exception. It could 
be a true case, 

Senator ScHOEPPEL. Is it not true that this peculiar odor that we 
have gotten from the RFC, as finally brought out by this committee, 
emitted from these larger loans; is that not the case? 

Mr. Parman. I have not studied the testimony, but I have not 
read in the newspapers where anvbody was bribed in the REC or 
unduly influenced or corrupted. Maybe I just have not read all the 
testimony, but the most heartening thing to me is, having been here 
a long time, that this country can spend $500 billion over a period of 
15 or 18 years and nobody charged with the duty of spending that 
money has even been accused of illegally misappropriz iting a dime of 
it. J think that is heartening to any American citizen. 

If ise ‘re is anythirg wrong about the RFC or any other institution 
or ageney, Senator, | think it should be corrected. If anybody is 
guilty of anv wrong-doing JT think they ought to be punished. 

Senator ScHOEPPEL. I have just one observation, if you do not 
mind. Iam not familiar with vour State of Texas or anvbody else’s 
State. There is probably a great future in that great southwestern 
area. I have not received three letters from small businesses—and 
my State has a lot of them—that want me, as a Senator, to press for 
the continuation.of the RFC. There is either something wrong with 
my State or they have not been sold on this proposition, or the banking 
interests of these small communities are doing a pretty good job. 
[ am curious to know which. 

Mr. Parman. It could be, Senator, or it should be so perfectly 
obvious to your constituents that you should be glad that they do 
not feel like taking the time or trouble to acquaint you with it. 
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Senator ScHOEPPEL. I want to assure you, Mr. Congressman, we 
are not timid down in my State. They speak very authoritatively. 

Mr. Parman. I know, but thev have confidence in vou, and having 
that confidence they know vou will do what is perfectly obvious. 

Senator Scuorrret. I hope that is always the case, and I will 
attempt to see that that is the case, but it is pr aia to me that with 
all this demand that I do not get from my State any demand for this 
thing. 

Mr. ParmMan. Senator, that to my mind is not a good argument. 
You have had telegrams and letters all on one side and none on 
the other, and you would vote on the side where there were none. 
I bet vou have hs id that expe rience a lot of times, and I do not believe 
there is a Member of this Congress that has not had this experience. 

Senator Dirksen. Mr. Patman, I wanted to be sure about your 
observation with respect to the opinion of Mr. Jesse Jones. Did 
Vou say it was his opinion that a lending agency REC should be 
kept in a stand-by condition? 

Mr. Parman. That is what he said. 

Senator Dirksen. | want to read 

Mr. Parman. He was leaning up next to the chairman, who was 
Mr. Steagall, 1 believe, and if I am not mistaken the gentleman 
from Illinois, Mr. Dirksen, was standing over on that side, and some- 
body asked him the question—you know he was a little hard of hearing 
and he asked him to repeat it. He said, “‘Mr. Jones, vou have not 
made a single loan in the last vear, how can you justify asking for 
continuance of the RFC if vou have not made any loans?”’ 

He said, ‘““Well, it is needed as a shotgun in the corner.” 

Senator Dirksen. First, in direct response to that observation, the 
gentleman from Illinois has not the slightest recollection of Mr. Jones 
ever saying that. 

Mr. Parman. It is possible vou were not there at the time. 

Senator Dirksen. | would like to read Mr. Jones’ 

Byrd dated April 10, 1950: 


It was never the thought of creating 


eo i ite enterprise that the RFC was creat 


he idea of doing an emergeney job which c 


Further from his letter to Senator Byrd, I quote 

As to the future of the RFC, I think it should be given a decent burial, lock, 
stock, and barrel. I sav this first because no f the conditior vh ch. prompted 
the creation of the RFC and the various amendments to its powers exist today; 
second, Government lending in competition with private business is not a proper 
function under our free-enterprise system; third, because it is | g prostituted 
when making such loans as Kaiser-Frazer, the Lustron, the Texmass, and the 
Waltham Watch Co.; fourth, because there is ample credit for all legitimate and 
justifiable loans. 

Do vou have any comment to make on that? 

Mr. Parman. I am not attacking Mr. Jones and IT am not trving 
to question his views, but he was there during the time we were at 
peace, We were not at war. I think he was there in 1941 or 1942 
from about 1933, to the best of m\ recollection, and the tatements 
he made there would apply during that time. I do not : pall he 
asked for the discontinuance of RFC during that time. I just do 
not recall it. I do recall the RFC was established primarily to help 
out banks, the railroads, and insurance companies. Primarily, that 
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is What the RFC was doing and lots of people, since that time, bankers, 
have said in speeches, public speeches, that when the Government 
helped out the banks they ought to have stopped right there. I 
suspect. you will find people connected with other caeeaiees when 
they were helped, why, they were ready to stop right there. But 
later on the RFC was changed to where it served, I think, a large 
public interest more than just the banks, railroads, and insurance 
companies, or a few joint stock land banks. 

Senator Dirksen. Did Mr. Jones make that policy or did the 
Congress make that policy? 

Mr. Parman. The Congress made that. policy. 

Senator Dirksen. Mr. Patman, in paragraph 3 of your statement 
Vou say: 











Thousands of loans that have been denied by local banks have later been 
accepted by these same local banks, after being shown by RFC officials that the 
loaus were good. 

Do vou have the figures to back up that statement? 

Mr. Parman. I could get them, but I have not gone to the trouble 
of getting them up because | think it is perfectly obvious, Senator, 
that they do that. 

Senator Dirksen. Have you seen any figures documented? 

Mr. Parman. No; not the number, not documented in the sense 
that you would want it for a grand jury investigation or a senatorial 
inquiry, no; but I think it is perfectly obvious. | know of cases in 
my country where after the RFC goes into a question, they have 
their engineers and all look into it, and if it is a good loan the banks 
do not mind taking it. They are glad to take it and the RFC wants 
them to take it. 

Senator Dirksen. But you do not have one specific instance in 
mind here, do you? 

Mr. Parman. Of course, if 1 were a lawyer interrogating a witness, 
that is the question I would ask him. 

Senator Dirksen. Well, I am asking vou. 

Mr. Parman. I could get up plenty of cases, Senator; if the life of 
the RFC depends on that I assure vou I will bring them up. 

Senator Benton. Perhaps Senator Bennett will read the para- 
craph I just sent over to him. 

Senator Dirksen. Obviously, vou would expect this committee, 
just like the House Banking Committee on which you serve, to be 
guided in its conclusions by specific testimony. 

Mr. Parman. I certainly would. 

Senator Bennerr. I am quoting from the hearings before the 
special subcommittee of the Eightieth Congress, January 1948. 

Mr. Parman. I think that information could be obtained easily. 
If that is insisted upon and your vote will be determined by that, 
L will get it up for you. 

Senator Dirksen. I will say I will be guided by your testimony. 

Senator Bennetrr. I am about to read it into the record, M1 
Patman. Iam quoting from the hearings of the Eightieth Congress, 
page 456: 

Inquiries for business loans to the number of 13,137, involving $635 million, 
were referred to various banks throughout the country before any applications 
for loans were entertained in the cases. Of these, the banks made loans in 2,656 


cases; 20.2 percent of the cases, totaling $88 million, which was 14 percent of the 
do] ar volume c 
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And in the 1950 report they say again that approximately one out of 
every five requests is withdrawn before the applicant takes final 
action, which would indicate the applicants had found credit sources 
somewhere else. 

So, approximately one out of five of the loans requested are taken 
over by the banks and considering the loans approved that probably 
represents one out of two. In other words, the banks take approxi- 
mately the same number as the RFC finally approves. So that In 
terms of the Congressman’s testimony that RFC is good for the banks 
because it sets up loans for them, it probably sets up as many loans 
as the RFC itself takes. 

I was going to ask the Congressman another question. The RFC 
turns down approximately 40 percent of the loans that are applied for. 
1 am sure every one of those persons or companies whose loan is 
rejected feels that it is vital to the economy and in the public interest 
that its loan should be made. Do you feel the RFC should extend 
itself to the point where it does not turn down anybody? 

Mr. Parman. No, sir. Just sound loans; it should only 
sound loans 

Senator Bennetr. But it only found the opportu 
make 3,000 sound loans. 

Mr. Parman. | am surprised they only turned down 


] 


| would not advocate making bad loans at all, and | 


make 


Senator Fulbright and the rest of you, no favoritism should be 
of any kind. They should be strictly upon the basis of merit, 
loans. 

Senator Benron. May I comment, Mr. Chairman? 

A witness of the RFC before the Senate Small Busine 


A Ail 


last vear brought out the fact that frequently 
jected, or if the indication is that it is to be 
wants to borrow the money will withdraw it 
because he fears it may in some way injure h 
percent that are rejected L think would be greatly 
perhaps, who think they are going to be rejecte 
application before it is acted on. 

Senator Bennerr. Approximately 1 out of 
vance, according to this report 

Senator Benton. I was trying to reconcile the 13,000 applications 
with the 3,500 loans. It would look as if 
10,000 of those applications. 

Senator Bennerr. 1 am confusing you, because I am using two 
different vears. I do not have the breakdown of the 1950 loans 
before me 

The CHarrMan. Gentlemen, it is 11:15, and we have two Senato 
here who came to testify early this morning 

Senator Fuisricut. Mr, Chairman, I would jl ike to make one 
or two observations. 

In connection with that last point, quite often they will come in 
and discuss informally with the manager of he agency the prospect 
of the loan, and if they think the \ do not ha a good han they will 
not apply. After it he as reached the point of app licati u rally thev 
have had some assurance that it at least calcein, to the broad 
policies 

Senator Benron. That puts it better, what I was trying to say. 


something happe hed to 
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Senator Futsricutr. Mr. Chairman, I would like to ask Congress- 
man Patman one or two questions about another matter. He may 
have covered it. If you have, just sav so, as I do not want to repeat 
it; but, laving aside a moment whether or not it is going to be abolished, 
because | do not think it is, what about this bill S. 515?) Have you 
given any attention to it? 

Mr. Parman. Which one is that, Senator? 

Senator Funisricut. The one pending before this committee. 
You see, these hearings may be directed toward several bills. The 
bill which T introduced and the subcommittee has ap yproved, and which 
has nothing to do with abolition, as we are assuming it is going to 
continue, is designed to try to improve the administration of the RFC. 
For example, it has a provision as to complete publicity of all the people 
who represent the applicant in terms of the application. It has a 
provision with regard to the employment of employe es by borrowers. 
It is the same as the bill which we passed some 2 vears ago. 

Mr. Parman. You mean a 2-vear limitation, or something like that? 

Senator Futsrieur. That is right. 

Mr. Parman. That is all right. 

Senator KuLBRIGHT. Have vou looked at that bill? 

Mr. Parman. | have read about it. I do not know whether I have 
read the particular bill. 

Senator Futsriaur. Would vou care to comment on the bill? 

Mr. Parman. About the publication of loans, | do not want to take 
too much time, Senator, because there are other witnesses here. But 
at one time the Federal Reserve banks were required, I think, under 
law, to post loans made to member banks, and | think that was abol- 
ished because it had a tendency to hurt the credit of the member 
bank, and they did not want to do anything to hurt the credit of the 
person that was getting the loan. ‘To the extent it could not be con- 
sidered injurious to the credit of that person, | think any publicity 
would be helpful. 

Senator Futsricgur. Congressman, do you not think there is a dis- 
muaptaon where you are dealing primarily with private business as 

iainst the Federal Reserve Svstem, which are private banks lending 
ab tic moneys? Do vou not think that there is a difference there, 
when you are using pt ublic funds; that the public is entitled to all in- 
formation about that* 

Mr. Parman. If you take all the public funds away from the 
banks, there would not be any banks; vou would not have banks, 
because if you take the Government out of the banking business there 
would not be any banks, as they operate on Government money 

Senator Futsricur. | do not follow you on that. 

Mr. Parman. Well, if you are going to have publicity, of course, 
the income-tax return is public business, too, but for some reason they 
do not make them public. I think we should use discretion in that 
respect, and I know the Senator agrees with me on that. 

The Cuarrman. Are you finished, Senator Fulbright? The reason 
I ask is that Senator O'Mahoney has a very important meeting this 
afternoon, and Senator Kem has a lot of people waiting to see him in 
his office, and [ did want to complete this if we could. 

Senator Futsricur. I wonder if I could ask the Congressman to 
do this for the record, because he is an old-time member of the Banking 
and Currency Committee of the House, and that is to submit for the 


rev 


RFC ACT AMENDMENTS OF 1951 2O5 


record at this point a short statement as to his views about the merits 
of the bill S. 51D. 

Mr. Parman. I will be glad to, Senator. 

I want to tell this committee that I am in full accord with any 
investigation they want to make of the RFC or any other agency. 
1 think it is a healthy thing. If there is anything wrong in this 
Government, | think it ought to be corrected by regulation or law, 
and any guilty persons, I think, should be punished for it, because 
the operations of the Government should be conducted in a clean 
manner, and we want only sound loans made. 

Senator Dirksen. You make the observation in vour statement, 
and I quote: 

It often happens that the 1 , Will make a good-size 
it to private banking interests when a few pay! 

Do you have any such instances in mind? 

Mr. Parman. Yes; 1 do have. In the great State of Arkansas, my 
adjoining State, at one time they had some bonds. Th: 
sented a mortgage on every home in that State, and the RFC refunded 
those bonds. At that time the banks did not want them. but later 
on the banks took every one of them. 

Senator Futsriautr. That has happened in a good many cases in 
the drainage districts. 

Mr. Parman. It helped a lot. I think the RFC did a great job 

Senator Futsricur. They did a great job on that business 

Senator Dirksen. Congressman, could vou supply for the record 
some instances where loans that have been made by thi REC were 
sold to banks? 1 would like to know them, as : atter of tact 

Mr. Parman. Yes; 1 will. LI would be glad 

The CHAIRMAN. Senator Kem. 


STATEMENT OF JAMES P. KEM, A UNITED STATES SENATOR FROM 
THE STATE OF MISSOURI 


Senator Kem. Mr. Chairman and members of the committee, my 
reason for intruding myself on the valuable time of the committee is 
that | am an author of a bill to abolish the RFC 

The Senator from Virginia also proposed a bill for the same purpose, 
and the Senator from Ohio, Mr. Bricker, has proposed one. All of 
those bills have been combined in what may he called a composite bill 
which has been introduced by the Senator from Virginia, Mr. Byrd 

[ am appearing here on behalf of the Byrd bill 

I have been very much interested in what has been said by the 
gentleman from Texas, Mr. Patman. . 

| lived in Texas for a short time when I was a young man, and I am 
still a member of the Texas bar. Before | came to the Senate | 
frequently went to Texas on business 

I think of what has occurred in the State of Texas under the benefi- 
cence of the free-enterprise system in the past 40 vears. If | were a 
citizen of Texas, every day | would lift my eves in solemn prayer for 
the continuance of that Svstem. When vou see the advanced state 
of prosperity or the high level of well-being in that State today, it is 
hard for me to believe that there is any lack of credit or shortage of 
risk capital in Dallas, Fort Worth, Houston, Waco, Amarillo, San 
Angelo, or anywhere else in the State of Texas. 
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Senator Futsrigut. Then you say the RFC has not 
any even though Mr. Jones ran it; would you? 

Senator Kem. I do not think it has hurt Texas, but what it has 
done in Texas is just a drop in the bucket of what has been done by 
the way of investment of risk capital in that State. 

Senator Fu_srieur. That is true. 

Senator Kem. I do not think that anybody ever charged that Mr. 
Jones was partial to the business enterprises of his own State. In 
fact, | have heard it suggested that perhaps he leaned over backward 
in that respect. 


hurt Texas 


The business structure of Texas today represents a 
triumph of the free-enterprise system . | 

l am particularly intrigued with what the gentleman from Texas, 
Mr. Patman, had to say about the RFC as the friend of small business. 
| heard it mentioned the other day as the bastion for small business. 
Assertion is merely nugatory it is the facts that this committee is 
interested in. The facts are that 75 percent of the total amount of 
loans authorized by the RFC has gone to businesses receiving loans 
oigmore than $100,000. In other words, out of some $4,700,000,000 
loaned by the RFC since it started, three-fourths, or more than 
$3 500,000,000, has been authorized in loans of more than $100,000, 
ranging as high as $85 million to a single borrower 

In view of the record, it is merely nugatory to come here and argue 
that we are dealing with a necessary or essential friend of small 
business. 

Here are a few items: 

Baltimore & Ohio, $85 million; 

Kaiser-Frazer, 1949, $44 million. 

We find Kaiser-Frazer coming back in December 1950, $25 million. 

Lustron, $37,500,000. 

The next item should be particularly interesting to the gentleman 
from Texas, the so-called Texmass or ‘““Texmess”’ loan of $10,100,000. 

In 1949 the RFC business loans amounted to some $349 million. 
More than $200 million of this was accounted for by 93 loans averaging 
more than $2 million in size; loans in the small-business category, 
$25,000 or less, total only $17 million. 

It just does not make sense to talk about the great assistance of the 
RFC to small business, not when three-fourths of the money that has 
been loaned by RFC has been made to people who have been able to 
wangle through individual loans of enormous amounts. 

[ would like to say, gentlemen of the committee, I have no prepared 
statement, and I would be glad if you would ask me any questions. 

Senator Frear. Senator Capehart? 

Senator Capenarr. | do not have any at the moment. 

Senator Kem. I want to refer again to what I am sure has been 
pointed out: that we are dealing here with an agency that was created 
for a specific purpose, to help business through the greatest depression 
the country has ever seen; that that situation has long since ceased to 
exist, and so the reason for the existence of the RFC has also ceased. 

Instead of being in the condition of a depression now, we are in a 
condition of what might be called unparalleled inflation. We have 
the singular contrast of the Government urging business, and par- 
ticularly banks, to contract and not to inflate the credit of the 
country. 
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Then we have a corporation created by the Government, lending 
public money for the purpose, and with the direct result of inflating 
this credit. Is it any wonder that the people of the country are losing 
confidence in the Government—they are losing confidence indeed in 
the sound sense of the Congress when they permit conditions like that 
to continue to exist. 

Congressman Patman said something to the Senator from Kansas. 
Senator Schoeppel, about the letters written by the citizens of his 
state. I know something about Kansas: live right on the Kansas 
border. It so happens that | received, a day or so ago, a letter from 

friend of mine from the State of Kansas, Mr. Frank R. Grant He 
is the vice president of the J.C. Nichols Co, a concern which has done 
So much for the development of the Kansas City urban area on both 
sides of the State line. 

Mir. Grant, whom I know as a friend of nator Schoeppel, and 
who the Senator from Kansas will testif a citizen not only of 
judgment and discrimination but of high standing in his community, 
had this to say: 


It looks to me lik the Gvovernment 
} 


with which we must contend About 
a client who owned a small lot on the 
a small building that had been rente 
vears. This new lease called for a 
and the tenant was to put up a buildi 
ised for the sale of Dairy Queen products 

Quite to my surprise I learned at the end of : 
a $6,000 loan from the RFC. My questio 
take money from you and me and others uw 
it to an individual to pay for a building to 
entire new business of this character, making 
head of cost for operating the whole REC agceney 

That is what one citizen of Kansas thinks about 
tion. I venture a guess, Mr. Chairman, that 
of the country as a whole 

I want to say something further about this matter of inflation 
There is no public interest in money being taken from people of the 
country under the taxing power and loaned to a business that is not 
able to secure risk capital or credit in the open market The gentle- 
man from Texas (Mr. Patman) said something about the banks in 
Texas not being interested in steel manufacturers in Texas 

Mr. Chairman, what public interest is there in taking money raised 
under the taxing power by the Federal C;overnment and using it to 
create a steel works in Texas if the enterprise cannot be justified on 
economic grounds? What public interest is ‘re in taking publie 
money and building a textile mill in Texas if it cannot be justified on 
economic grounds? 

The CuarrMan. Of course, Senator, you are asking me questions 
I do not know anything about, because I do not know what loans were 
made in Texas and what loans were not made, in detail. There was 
some question here about the steel loan some time ago before the 
joint committee and Congressman Patman at the time. Senator 
Capehart raised the point about the steel and he expl: ained the situa- 
tion then. I do not know anything about it. You could not expect 


me to know anything about it. 
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Senator Kem. I was not asking the Senator any question about 
the steel industry particularly. Perhaps I should direct my question 
to the textile industry. My point is that a lot of people in areas 
that are not presently engaged in the manufacture of certain lines 
would like to take public money and enter that business. 

I do not believe that there is any over-all advantage in that being 
done. I think we would be much better off in the long run if we 
depend on the judgment of the experts employed by people who are 
in the eee of lending money and selling securities, rather than 
permit the Government, through institutions like the RFC, to stim- 
ulate artificially enterprises of this kind. 

Senator Frear. Senator Kem, I assume the statement you have 
just made would not only apply to Texas but to the other 47 States. 

Senator Kem. I think so. I directed what Thad to say particu- 
larly to Texas, because of the statements of the last witness, Mr. 
Patman, who comes from Texas. 

Senator Frear. Well, I assume that, but it was not conclusive for 
Texas. 

Senator Kem. In other words, it seems to me that Arkansas, 
Connecticut, Delaware, and all the other States would be better off 
in the long run if we allowed the economic forces of the country to 
have their way, if we do not undertake to raise money by taxation 
and create industries which would not be built under the operation 
of economic laws, and cannot be justified on economic grounds. 

Senator Benron. In fairness to the previous witness, Senator Kem, 
you remember he again and again emphasized what he =" sound 
loans. I do not think he would favor putting a steel mill in ‘Texas 
if it is uneconomic to have a steel mill in Texas. 

Senator Kem. I understood his suggestion was that the RFC 
ought to furnish risk capital to build a steel mill in Texas. 

Senator Benron. My interpretation of his testimony is that if it is 
sound business to build a steel mill in Texas, the Texas bankers may 
not understand the steel business. This might be a very sound loan, 
and yet the bankers of Texas might not be equipped to handle this 
sound loan due to their unfamiliarity with the steel business. That 
is the way I interpreted his testimony. 

Senator Kem. As a matter of fact, there is a large steel works now 
operating in Houston that has been built recently by a company, the 
Sheffield Steel Corp., which has its headquarters in the town in which 
I live. We have lost to Houston one of our most valuable citizens, 
who has become the president of that company. That company is a 
subsidiary of the Armeo Steel Corp. of Middletown, Ohio. The 
money comes through the free enterprise system. 

Senator Benron. I only wanted to make clear that I understood 
his testimony as being against any unsound or uneconomic loan by 
the RFC 

Senator Kem. I am glad the Senator from Connecticut pointed 
that out. Of course, I want to be entirely fair to the Congressman. 
I also want to make my point clear, that Texas has done a lot, has 
gone a long way in the last 30 or 40 years under the free enterprise 
system. If I were a Texan I think I would want to cling very tena- 
ciously to a system that had done as much for my State as the free 
enterprise system has done for Texas. 





RFC ACT AMENDMENTS OF 1951 299 


Senator Benton. I am sure you are speaking for Texas in what 
you now call the free enterprise system. 

Senator Frear. Senator, I think we can assume you are a tax- 
payer also. 

Senator Kem. In a limited way; ves. 

Like many Members of Congress, | am deluged with mail from tax- 
payers in my State, from men and women who have small salaries and 
resent bitterly the idea that part of their pay check is being taken 
every week or every month to buy, indirectly, what they call a mink 
coat for Mrs. Astor of the White House. 

The CuHairMan. Senator, | do not think anvbody agrees with that 
mink coat, certainly on this committee. 

Senator Kem. Lamsure not. Mr. Chairman, | am not a prophet or 
a son of a prophet, but unless the Congress resolutely closes the door on 
that sort of thing, when it has got the RFC before it, the mink coat in 
the White House will be duplicated in the future, notwithstanding 
what party is in control of the Government. As long as me Govern- 
ment is in the business of making loans, many loans are going to be 
made as the result of political pressure, That woul | be so if the party 
of which I am a member, a long time in the future, has control of the 
Government. L do not hold the slightest hope that your committee, 
with all its skill, can draft legislation that will prevent political pres- 
sure and influence and favoritism being important elements in the 
granting of loans by the RFC if the RFC is permitted by you to con- 
tinue in business. 

Senator FULBRIGHT. Senator Kem, assuming for the moment that 
it will not be abolished, do vou think that S. 515 is an improvement 
over the present situation? 

Senator Kem. That is the Fulbright bill? 

Senator FuLpricur. Yes. 

Senator Kem. Yes, | do, but I think it will only alleviate a danger- 
ous and unwholesome condition. 

Senator Futsricur. | understand, but let us assume it 
abolished and you have to live with it as much as you dislike it. 
you not think that improves the situation? 

Senator Kem. I think it is like giving a little soothing syrup 
man that has a high fever. 

Senator Futpricutr. What vou say about the RFC, that it can never 
be perfect and free from all influence, can you not say the same thing 
about the Internal Revenue De partment, the Department of Com- 
merce, the De ‘partment of the Interior? 

Senator Kem. Yes. But the Internal Revenue Department is a 
necessary evil. We have to live with that because we must collect 
taxes. We do not have to live with the RFC. We got along without 
it for vears, it was created to meet a certain situation, and that situa- 
tion has ceased to exist. By all laws of logic and reason we ought to 
do away with the RFC 

Senator FuLsricur. It performs some aepeeone that nearly every- 
one says some ‘body has got to pe rform. | believe Senator By rd went 
to some extent in saying it should be transferred. 

Take the Internal Revenue. We could transfer all of its functions 
to some other agency, could we not? We might get along without the 
Federal Government and have it all in the States if we were really 
smart enough and were restrained enough and cooperative enough. 
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We do not have to have this Federal Government. There is nothing 
sacred about it. 

Senator Kem. As a Constitutionalist, I am one that believes with 
Gladstone that the Constitution was the greatest document ever 
struck off by the mind of man in a given period of time. I am going 
to stay by the Federal Government. It must be preserved at all costs. 

Senator Futsricut. Well, so am I, but the only point I make is, vou 
say we can never get rid of all influence. I agree with that. I have 
never pretended that we could make any of these agencies perfect. 
We cannot even make the Senate perfect. It is there as it is. Of 
course, we all admit that. I am sure that on proper investigation 
some misfeasance might have occurred, but nevertheless the question 
snot whether it is perfect but whether it performs any function or not. 
| just want to call your attention to the fact that you made reference 
to the fact that some day a Re ‘public an Congress may come back. We 
did have one in the Eightieth Congress and they went over this sub- 

ect a very, very solemnly said that it should not be abolished. 
Thi is one thing that persuaded me. 

Senator Kem. | am glad the Senator brought that up. My reference 
was to the happy days when a Republican administration might come 
into the country. I have a very poignant recollection of the haleyon 
days of the Eightieth Congress. I was a freshman member. I had 
said in my campaign that we should open every session of Congress 
with a praver and end with a probe. IT came down here with a lot of 
notes, about an outrageous loan that had been made in the State of 
Missouri by the RFC. Promptly on my arrival in Washington | 
called on the then chairman of the committee, the Senator from New 
Hampshire, Mr. Tobey. He was svmpathetie and he referred me to a 
chairman of a subcommittee, who is no longer a member of the Senate. 

Senator Futsricar. Senator Buck. 

Senator Kem. I presented my facts to him, and we had some in- 
formal hearings in his office. Nothing was ever done about this 
case, much to my regret. 

I am not going to take the time of the committee 

Senator Frear. I would like to ask one question, please, if you are 
finished, Senator. 

| do not want to make any comparison or contrast, by any stretch of 
the imagination, on this question that I ask, Senator, between RFC 
and the ee Reserve System, but would you also favor the aboli- 
tion of the 13 (b) loans in the Federal Reserve Act? 

Senator Kem. | had not given that consideration. It has never 
been much of a factor in our State. I would want to consider that 
carefully before expressing an opinion. Generally speaking, I am 
opposed to the Federal Reserve System engaging in direct loans. 

Senator Dirksen. | have one question. 

Senator Kem. Will the Senator from Illinois pardon me just a 
moment? I want to explain to the Senator from Arkansas exactly 
what | had in mind in the Eightieth Congress. ‘The case 1 had in 
mind was the case of the Aireon Manufacturing Co. It was engaged 
in the electronics business. When the war ceased their orders were 
canceled by the Government. They owed a considerable amount of 
money. Some bright genius conceived the idea that they might get 
a loan from the Government, and they applied for a loan at RFC’s 
Kansas City office. It was turned down by the Kansas City office. 
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They came to Washington, and by some process 
Senator from Arkansas is probably more familiar 
able to wangle through a loan for some $1,500,000 
representing that they were going to engage in the juk 
a business in which the management had had no experi 
the manufacture or the distribution of the prod 

Notwithstanding that in January they 
the RFC. In September the company 

Senator FuLspricur. The Senator | 
very strenuously. 

Senator Kem. The public 
instance | had in mind when 
Congress. 

Senator FuLBrRiGcHT. No doul 

Senator Kem. | reeret that nothin 
could do to bring those facts to the : 

The CHarrRMAN. Senator Dirksen 

Senator Dirksen. Senator Kem, 
some thought to this question 
Congress does abolish the RE‘ 

House and probably be vetoed 
ridden by the necessary two 
Senator subseribe to the idea 
should deter us from takine 
deserves it? 

Senator KK M. | disa rree thorous 
the Congress should pass legs! 
should not devote any part of 
present incumbent in the Whi 
when the Kerr bill, the natural 
sat there for days hearin e pre “dictions 
do with the bill. Well, the bill was passe 
and went to his desk. The President di 
he would not do, and that is he vetoed 
Wyoming will recall hearing time and time : 

Senate the pred LIOn expressed that her 
would sign. Well, the President did not 
took the advice of the Senate 
intentioned Senators. 

Senator Futsricur. Does the Senator leave the implicat am 
not for this? | am not for abolition anyway But at the same time 
we ask about abolition, I only want these witnesses to also express a 
view on the other bill which is before the committee, which is on the 
assumption that it will not be abolished 

Senator Dirksen. The Senator simply preceded me on the second 
question. 

Senator Kem. I want to Say in that connection my view 1 1 
President answers to the people. If he signs legislation he ought not 
to sign, or if he vetoes legislation he ought not to veto, he should not 
be returned. 

Senator Dirksen. I subscribe to that. But the implication was, 
of course, that if it were vetoed, we would be right W he e we are al the 
present time, namely, with the RFC in its present form under the pro- 
visions of the Reorganization Act, and therefore in the interest of time 
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and economy and because a veto is at the end of this proposed course 
of action, we should then, of course, give our attention right away to 
an alternative bill. 

Senator FuLtsricutr. Let me say that alternative bill was introduced 
before any of the abolition bills. I think the proper procedure is to 
proceed with both of them as to whatever their ultimate end is, and 
we ought not to hold up action upon the committee’s bill, because it 
might be abolished, or the Senate might vote to abolish it. Why not 
report them both. If the witnesses who are for abolition also think 
that that is a good bill, and everybody agrees that if you are going to 
have an RFC, that.is a good bill, is it not quite proper to pass it out, 
too? 

Senator Dirksen. I think so. But I am thinking only in terms of 
the argument. 

The CHarrMAN. Senator O’Mahoney has a meeting this afternoon. 

Senator Dirksen. Speaking in terms of the argument, of course, 
vou should not abolish the RFC because vou will not get the job done 
because of a prospective veto, and therefore we have to keep “4 
just want to say for myself at least I do not want to be diverted by that 
argument if it is going to be an argument, and | have heard it advanced 
before. 

The CHAIRMAN. Senator, you said the Armco Steel Co. went to 
Texas. 

Senator Kem. Yes. 

The CHarrMan. Not to get into a discussion again, but the REC, 
as bad as it is, and due to the actions of certain people around here, 
and certain advantages taken, it is terrible; | want vou to know, as 
you probably do, that certain corporations got $72 million in tax 
amortization certificates for 75 and 80 percent, and another one since 
that time for another $1}, million, so that makes $73,500,000 in certifi- 
cates of necessity and tax amortization that slsy got. I am not 
criticizing them for getting them, but I mean these great corporations 
have gotten advantages in these tax amortization certificates and 
certificates of necessity, and when the final write-up is had on June 30, 
it is going to stagger the imagination of the people of America. 

Senator Kem. | have been very much interested in statements 
along that line made before the Senate by the distinguished Senator 
from South Carolina. I have expressed publicly approval of what 
he has said. I have gone further and said this: That if so much 
money was not made out of war by so many people, in my judgment 
we would not have so many wars. 

The Cuaimman. The Senator asked me that question on the Senate 
floor on debate when he was agreeing with me on it, but I just wanted 
the record to show all these big corporations that condemn things, 
they are around with their $400 and $500 million in tax amortization 

rtificates. They have the people over here to work for this or that, 
and as corrupt as it might be and wrong as it might be, referring to the 
REC loans, they try to take the people’s minds off what they are 
doing. 

Senator Kem. I have no brief for Armco, although some of the 
7 are my personal friends. 

The CHarrmMan. Neither have I, and I think they should have had 

ae the other corporations got it, too—Republic Steel and the 
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rest of them. ] just wanted the record to show that Kaiser- 
Frazer got $140 million worth. 

Senator KEM. In. order that the record may be made cle ir, | want 
to sav that the works of the Armco in Houston, Tex., were built before 
the outbreak of what is known as the police action in Korea 

The CHAIRMAN The Senator and Tii\ self agree exactly 
amortization. They have had office buildings, | understood, 
were built—and I was told this—that were built before the outbr 
in Korea, that are now being tax-amortized. The only re: 
brought it out Was because everything seems to be di { 
thing that is corrupt or wrong in REC in som: 

Senator Fulbright so ably brought out, and have beer 
the grand jury. 

Senator KEM l hope nothing that | bars said here today will lead 
the Senator from South Carolina or the members of the committee 
to think that I regard the RFC as the only evil thing in Washington. 

The CHAIRMAN. The Senator made that plain when he talked about 
the Internal Revenue Department 

Senator Kem. | think there are manv things that ought to | 
corrected. You have to start somewhere, and for my money I would 
like to see a start made with REC. 

Mr. Chairman, you have been very patient, an just want to say 
a few more words: 

The people are fed up with what the Fulbrig 
aptly called political favoritism, with influence peddling, with un- 
earned fees, with natural roval pastel mink coats, free luxury accom- 
modations for Government officials, and all the rest ht 


l,4 = | 
Ht COMMILELEE las SO 


close the door, so far as we can, to t mptation. 

People in my State are writing me—and IT am sure every Senator 
here has the same experience—theyv are writing me and asking me, 
“Have public morals gone out of stvle in Washington 
thing hurts the pride of every decent American. Our people compare 
the shenanigans that are going on today with the solid honesty of 
Washington and Jefferson and Lincoln. Our people want their Gov- 


2 That sort of 


ernment to be respectable acain. Hlow ean our ounesters have am 


respect for principles of truth and honesty when many Government 
officials, high and low, show no regard for them? 

I do not believe that this Congress can do better than to eliminate 
this source of public and private temptation not believe there 
is any sound reason why we cannot get along without the RFC. Its 
useful function will be transferred under the Byrd bill to other depart- 
ments of the Government. The end of the RFC is long overdue and 
I hope this committee will report out the bil 

The CHAIRMAN. Senator, we certainly appreciate your testimony. 

Senator Kem. Thank you very much for your attention. 

The CHarrMAN. Senator O’ MAHONEY. 

Senator, before vou Start | would like to have placed in the record 
an analysis of S. 1329 that was made by the staff of the Banking and 
Currency Committee, and I trust at vour earliest opportunity you 
might correct the analysis or approve it, as you so desire. 
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(The analysis referred to follows: ) 


Digest oF §8. 1329 





S. 1329, introduced by Senator O’ Mahoney on April 12, 1951, amends section 
t] 


13b of the Federal Reserve Act to provide regional investing corporations to make 
loans to or purchase stocks of small and independent business enterprises. It 
preserves for 1 vear the present provisions of section 13b which authorize Federal 
Reserve banks to make loans to business enterprises for working capital. 

A section-by-section analysis follows: 

1. Purpose.—To supplement existing activities of financial institutions by 
establishing regional investing corporations (RIC), privately owned and managed. 
Authorizes Federal Reserve banks to purchase stock of such corporations for 
later sale to members of the Federal Reserve System and private investors. 
RIC authorized to invest in and make loans to small and independent business 
enterprises supplying an economically useful product or service. Investments or 
loans must be in interest of national defense during national emergency or to 
promote expansion of the business 
2. National Investment Advisory Council——Members: Chairman, Secretary of 
Commerce; Secretary of the Treasury; Chairman of Board of Federal Reserve. 
Advises Federal Reserve Board regarding operations and lending and invest- 
ment policies of RIC. 

3. Eligible enterprises.—Secretary of Commerce to issue eligibility standards, 
considering relative size of business, area of operations, size and independence of 
group supplying capital or controlling the business, and independence of its 


management Makes ineligible a business enterprise affiliated with a dominant 
enterprise in business (unless latter is also a small or independent business). 

1. Organization of corporations a tegional investing corporations not 
to exceed number of Federal Reserve banks and branches. May be organized 


by five or more persons subscribing to articles of incorporation (only Federal 


Reserve bank subscribes to articles if it invests in corporation’s stock). Articles 
of incorporation specify objects of corporation and other provisions consistent 
with bill (including cumulative voting in election of directors). Articles (and 
amendments) to gain approval of Federal Reserve Board. Articles to state (1 
corporate name, (2) area of operations (Federal Reserve Board may restrict area 
while Federal Reserve bank owns stock), (3) location of principal office in Federal 


Reserve district where established, (4) amount of stock, number and classes of 
shares, and shares’ participation in profits. 

Before approving articles, Federal Reserve Board to consider need for 
small business financing in proposed area, character of management, number of 
RIC’s previously organized, and volume of their operations. Upon approva 
Board may issue permit to begin business.  ¢ 


orporation then is a body corporate 
with powers to use seal and 30-year succession (unless extended or dissolved 
sooner by two-thirds of stock, by act of Congress, or by forfeit of franchise for 


violation of law Corporation granted usual corporate powers (to sue, appoint 
officers, adopt bylaws, establish branches, hold and dispose of property) and to 


act as United States depository or fiscal agent 

Corporate board of directors has nine members elected annually by share- 
holders. Directors to have wide discretion in directing corporate affairs. 
5. Capital slock provisions.—Each RIC must have paid-in capital and surplus 
equal to at least $5 million. If Federal Reserve bank organizes a corporation, it 
must invest in at least $5 million total of stock with other investors. Federal 
Reserve bank limited to investing not over 2 percent of combined capital and 
surplus of its member banks, or $5 million, whichever is greater. Federal Reserve 
member bank may invest up to 2 percent of its capital and surplus. Federal 


Reserve bank, with approval of Federal Reserve Board, may sell all or part. of 
shares it holds to a Federal Reserve member bank, or to any person or corpora- 
tion. Sale price is subject to Federal Reserve Board approval. Board may limit 
stock holding of any one person or corporation. Except Federal Reserve bank, 
no stockholder may own or control over 10 percent of outstanding shares. 

6. Borrowing power.—Outstanding obligations can’t exceed paid-in stock and 
surplus Federal Reserve Board may set borrowing regulations Member banks 
may purchase RIC obligations up to 10 pereent of banks’ capital and surplus 

7. Direct loan RIC authorized to lend with or without security to eligible 


~pendent business enterprises or purchase RIC obligations. Can do 
this directly or in participation with banks 
8. Equity financing.—RIC authorized to buy and resell stocks of eligible small 


business enterprises. 


small and inde 
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9. Aggregate limitation.—RIC loans limited to aggreagte of one 
surplus, and debt of corporation for loans over $300,000 to any 
unless Federal Reserve Board approves more. 

10. Exemptions.—(a) RIC loans to national bank not subject 
loan limits in section 24 of Federal Reserve Act. 

(b) Exemptions from SEC provisions granted RIC securities 

(c) RIC exempted for 15 years from all Federal and local taxation e: 
valorem real property taxes. 

ll. Miscellaneous.—(a) To operate with Federal Reserve member banks 
other banks, which may handle loan investigation and servicing on a { 

(6) RIC may use business advisory services of Federal Reserve Sy 
Department of Commerce. RIC may provide such services on fee 
eral Reserve bank may act as depository or fiscal agent for RI 
of Federal Reserve Board. RIC may invest funds not 
operations in United States obligations 

c) Federal Reserve Board may issue regulations for oper: 

(d) RIC subject to examination by Federal Reserve 
paid by RIC. RIC to report to Federal Reserve Board 

e) RIC franchise subject to forfeit for violation of act 
court in suit brought by United States at request of 
Attorney General. 

f) On application to and approval by F 
extend life for 30 more vears, on vote of two-t 


ederal Resery 
hirds of stoe} 
g) Federal Reserve Board authorized to petition Fed 
against violation of act by any person. 
(h) $5,000 fine or 2-year imprisonment 
application for aid from RIC, 
Present provisions of section 13b 
vear (direct loans by Federal Reserve 
sell assets under section 13b to RIC 
(7) Within 60 days after section effectis 
to United States the amount the Secretary 
present section 13b. Such payments t 
Neither United States nor Federa 
IC stocks or obligations 
The CHatrMan. I would like to sav I am very sorry that 
you waiting here 2 hours. We know how busy you are 


STATEMENT OF JOSEPH C. O’MAHONEY, A UNITED STATES 
SENATOR FROM THE STATE OF WYOMING 


} 


Sepator O'Manoney. That gives me an excellent opportunity to 
sav, Mr. Chairman, that I think the Committee on Banking and 
Currency is carrying the burden of deciding some of the most im- 
portant questions before the people of the United States. Indeed 
it would not be too much to say that on the wisdom and diligence of 
this committee will depend the result in very great measure of the 
troubles which affect the whole world. 

I think everybody knows that the capitalistic system is under 
attack. The conviction of totalitartans that capitalism is outmoded 
and must fail is one of the chief causes of the international difficulties 
with which we are now confronted. I do not have any doubt that 
if it were not for the fact that the Soviet dictators of the Kremlin 
are convinced that the svstem of free enterprise cannot survive, 
they would be much more ready than they are to agree to an mter- 
national settlement. 


We say a great deal about the free enterprise system, but we do 
precious little to preserve it. I have in my hand here a publication 
of the Department of Commerce issued in 1945. It is entitled 

] 
! 


“Economic Series 27."’ It contains the digests of 390 bills which were 
introduced betweer 1933 and 1944, in both branches of Congress 


or one or the other branches of Congress, in aid of small business 
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Again, in 1946 the Department of Commerce issued a digest of 
187 bills introduced in the vears 1943 and 1944. 

| brought with me today a complete file of the bills in aid of small 
business which were introduced in the Eighty-first Congress, to- 
gether with a oot of each. There were 46 measures, most of 
which were referred to the Banking and Currency Committee in 
either the Senate or the House, and by far the most of them deal 
with this very problem of financing small business. 

Senator Futsricur. How many were passed? 

Senator O’Manonery. The record of passing is very small. If we 
were to use the phrase “batting average”? [ would say it is exceedingly 
low. I think this record shows, over a period of 18 vears, that 
Members of Congress are very much aware that there is a small- 
business problem, and that something has got to be done about it. 
We create small-business committees in the Senate and in the House. 
These committees are voted unanimously by each body, and even 
when we passed the Congressional Reorganization Act, in which it 
was stated plainly that there should be no more special committees, 
the demand from the country for special consideration of the problem 
of small business was so great that both Houses, in violation of that 
rule against special committees, created new small-business com- 
mittees 

This was the record, not only in those Congresses controlled by the 
Democratic Party, but also in the Eightieth Congress controlled by the 
Republican Party. The problem of small business is with us, and it is 
not yet settled. The chief argument which is being made for the 
retention of the RFC arises from this demand which comes from every 
part of the country in one form or another for Government credit, 
Government financial support for little business, because the financial 
system we now have does not seem to meet the need. 

| recited the record for the Eighty-first Congress. In the Eighty- 
second Congress 13 measures to assist small business have been 
introduced through the month of March. 

Mr. Chairman, just as an indication of how this demand comes 
about, | want to read to you, with certain omissions, a letter which 
came to my desk this morning from an attorney in a Wy vyoming city. 

The CuarrMan. Senator, I only want to say this for the committee: 
That we are aware of the number of bills that have been passed, and I 
think the Senate generally is aware of that, but there are a number of 
other bills, such as the housing legislation, the NPA legislation—the 
committee, really, as the Senator so kindly said, has more than had its 
hands full. But the committee has had, through certain hearings at 
least, done a few things for small business, such as getting Mr. Wilson 
to open up an office downtown here after a joint committee hearing; 
we have done a few constructive things. Iam aware of the fact that 
the problem has not been solved and the proper bills have not been 
passed, but nevertheless we do, as a committee, feel our responsibility, 
and we have done, as the Senator knows, and so ably said, some good 
to try to keep our capitalistic system going. 

Senator O’Manonry. What I said was not intended to cast any 
reflection at all upon the committee. I am only trying to emphasize 
the magnitude of the problem, because I say, Mr. Chairman, unless 
the Congress of the United States finds a way to make it possible for 
new independent competitive business to come into the economic 
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scene and to survive, then the drift toward [big government will 
continue. 

This committee is confronted with the problem of finding the means 
of preventing the growth of big government as a direct result of the 
continuing concentration of economic power in a few private hands 

[ was about to read to you, with certain omissions, the letter | 
received this morning from an attorney in my State. I do not want 
to read the names which he has given, because I have not received his 
permission to do so. I wired him for permission this morning, and 
when | get that | hope to fill in the blanks. 

The CHarrMan. Without objection, if you desire, that may be put 
in the record. 

Senator O’Manoney. Let me read this because it shows why some 
applicants turn to the Government for aid: 

Dear SENATOR: I am representing blank 


business for the purpose of helping them 
contacted the local banks in referet 

part of any such deal The reason 
plications for smail ISiNeSses 

less to apply They 

grounds and 


I write this letter me 


mot o1 


as to your opinion on ft 
time Do vou know of ¢ ' 
the chances of a small business being 
If there was such a change we mig! 
"econ ilv, i> t] 
REC and getti 
1 TISK Phe 


this loan tor eXpansion purpos¢ 


Now, Mr. Chairman, the Joint Comn 
last vear appointed a subcommittee to conduct i l 
and we prepared a report, which L bad the honor of 


1 


Senate on Marceh 23, 1950. on the volume 
investment. This is Senate Document No 
Congress, second session | with come LO ask 
the committee, Mr. Ensley, to distribute a « 
the members of this committe: 
The Cn AIRMAN Do vou de sire to Make it a part 
senator ON ASHONEY. No: I ado not think it is ne ary, 
copies are still on hand and we shall make additional « Opies 
to the clerk of this committee so that everv member of this committ 
Thay secure a COP 
The report Was signed by senator Paul Douglas who 1s a member 
of this committee, Representative Wright Patman, who is a membe1 
of the Banking and Currency Committee of the House, ind Dy mvsel! 
as chairman. Supplemental views were submitted by Senator Robert 
A. Taft and Representative Christian A. Herter. 
In the latter supplementary views, nv eve falls upor 
which seems particularly pertinent: 
We believe that some method should 
private investors could be channeled 1 
panies \ trust or company investing 1 
the risk so that no individual invest 


through the failure of some one investn 
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One of the major recommendations of the subcommittee was the 
establishment of some such system by which private capital could be 
channeled to the support of private enterprise, and that is the sub- 
stance and purpose of the bill which is before your committee, the bill 
which I introduced on April 12, S. 1329. 

I shall ask that a copy of the bill be made a part of the record fol- 
lowing my remarks. 

The CnarrmMan. Without objection the bill will be made a part of 
the record. 

Senator O’Manoney. I should like to point out there was a typo- 
graphical error on page 10, which I would like to have corrected i 
the print. 

The CHairmMan. That may be done. 

Senator O’Manoney. As part of the work of this committee we 
had a survey made of RFC attempts to assist small business during 
the vears 1948 and 1949. 

The CHarrMan. Senator, let me get the committee straight on this 
bill. It is your desire today to present this bill along with the RFC 
hearings with the hope that at a later date we could go more fully 
into the bill with witnesses. Is that vour position? 

Senator O’Manoney. I am trying to take advantage of the oppor- 
tunity which is created by the fact that you are studying the RFC, 
to show to you that there is a way by which we can channel private 
savings to the support of free competitive independent enterprise, if 
we have the will to do so, and thereby relieve at least to some extent 
the constant pressure for Government loans. 

The CHatrMan. You want us to take this bill up at some later 
date? I say that for ~ reason that the Senator knows that all 
during the month of May each day we have hearings on the National 
Production Act which higen in June. So we could not get around 
to it until June. 

Senator O’Manoney. I know that the work of this committee is 
heavier than that probably of any other committee in the Senate 
with the exception, perhaps, of the Appropriations Committee, of 
which the chairman is also a member. But more than that, while 
the Appropriations Committee deals with present needs, appro- 
priations that must be made to carry on the day-to-day functioning of 
the Government, this committee is dealing with the fundamental 
problem of creating the statutes which will preserve the free com- 
petitive enterprise svstem. 

The CHatrrMan,. I see. 

Senator O’Manoney. And I hope vou will appoint a subcommittee, 
Mr. Chairman, to go into this. I will place at vour disposal all of the 
hearings which we have had, just as I have placed at your disposal the 
report which the committee filed. 

Senator Futsricutr. May I ask a preliminary question here? 

Is it the Senator’s thought that this method of supplying, as I 
understand, equity capital, would be a complete substitute for the 
role the RFC has played, or is it complementary? 

Senator O’Manonry. No: I do not think so. The reason I do not 
think so is because I know it is going to take time to establish the 
capital bank system which is provided for in this bill, and in the 
meantime, while all that is being established, the pressure will, in my 
judgment, continue upon the Congress to provide Government credit 
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in some form or another. If I remember correctly, Mr. C. E. Wilson, 
Director of the Office of Defense Mobilization, recently told the 
Senate Committee on Expenditures in the Executive Departments 
that the RFC should not be disestablished, because Government 
credit must be provided to keep business going for defense production. 
That was his testimony. 

Senator Benton. You think though maybe 5 or 10 years from now 
at some future time this could develop as an alternative thing? 

Senator O’Maunoney. I hope that you will not wait 5 or 10 
vears. I would hope that this committee would not wait 5 months. 

Senator Benron. No. But if this bill were passed immediately, 
in view of the fact that it takes time to get these things organized, 
get them going, train them, raise the capital, and so on, would you 
anticipate their successful functioning at some future time to the 
point where they would be an alternative to the RFC? 

Senator O’Manoney. I believe that once you get the bill passed 
and enacted into law its advantages are so clear that it would speedily 
become effective in various places in the country. The concept here 
is that of a regional system of capital banks, or investment companies, 
and I want to show you just briefly some of the reasons why I feel that 
this is essential. 

Senator Benton. If effective, then, this svstem would meet one of 
the present needs for the RFC, to wit, the one sketched by your 
correspondent from Wyoming, because instead of writing you in line 
with applying to the RFC, if effective, he would go to this capital 
bank in line with his present desire for credit for Mr. Blank 

Senator O’Manoney. Let me put it this way, Senator Benton: 
It is my conclusion as a result of all of the hearings held by the Joint 
Economic Committee, that the principal need of small business ts for 
the stimulation of the flow of equity capital; and, secondly, a credit 
system whereby long-term loans can be granted to sound enterprise 
which cannot now obtain those loans. I think I can demonstrate that. 

Senator Benton. I agree wholly with your definition. 

Senator O’Manoney. If you will permit me I just want to put in 
the record statistical information which sustains that assertion. 

I was pointing out that our Joint Economic Committee made a 
study of the loan applications which were considered by the RFC 
during 1948 and 1949. The number of inquiries received during that 
period from July 1, 1948, to December 31, 1949, with respect to 
business loans, was 78,007. That is 42 percent of all of the inquiries 
received by RFC. Calls which were received to and from banks 
throughout the country, with respect to such loans in this 18-month 
period amounted to 11,756, or 6.4 percent of the total 

Inquiries with respect to business advice amounted to 3,431, or 
1.9 percent. 

Inquiries with respect to war activities amounted to 2,634, or 1.4 
percent, and repeat inquiries on existing applications numbered 
14,642, amounting to 24.2 percent. 

The total number of inquiries during that 18-month period amounted 
to 183,837. 

Senator Benton. Could I interrupt there, Senator O'Mahoney, 
because Senator Bennett and I have been very interested in this line. 

What are these inquiries, 183,837 inquiries in contrast to the 
figures we had been given earlier on applications and loans? Are 
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these just people who walk into the RFC office and ask for infor- 
mation? 

Senator O’Manoney. They are chiefly letters, wires, and telephone 
ealls which have come.in throughout the country. 

Let me proceed with this analysis. I would like to read it into the 
record at this point. 

Senator Benron. I think it is very important, because it helps to 
show the problems more ee than previously presented. 

Senator O’Manoney. I shall be very glad to file a copy of this 
survey with the committee. I do not want to take the time of the 
committee to read it in all its details, but I think it is very important 
that it should be made a part of your record. 

The CHarrMan. Without objection, that will be made a part of the 
record, appearing at the end of your remarks 

Senator O’Manonry. Now, then, Mr. Chairman, | was concerned 
to know the reasons why commercial banks decline small business 
loans. Loan applications may be considered by the Reconstruction 
Finance Corporation only upon a showing that credit is not otherwise 
available on reasonable terms. That, the members of the committee 
know, is the law. 

The RFC, therefore, has knowledge of the stated reasons why banks 
decline to make the loans covered by subsequent applications to the 
Co rporation. A study of these reasons was made covering a random 
sample of 300 business loans authorized during 1948 and 1949. — None 
of the loans in the sample exceeded $100,000. The average authoriza- 
tion was slightly over $30,000. The loans were about equally divided 
between incorporated and unincorporated enterprises, and repre- 
sented typical cross-sections of business. Where the banks gave 
more than one reason for declining a loan the analysts selected the 
reason considered to be the most important 

In the summary table, which I am about to read to vou, the reasons 
why banks declined small-business loans as reported to REC are 
PrOUPeEs In two classes. One group of reasons emphasizes the credit 
gap Which my bill seeks to fill. This is a credit gap that exists when 
small businesses attempt to secure anything more than a conventional 
short-time commercial bank loan. 

In the other groups are those reasons which tend to emphasize 
concern about the undue risk involved. In all refusals there are 
doubtless a mixture of reasons and the classification of these reasons 
nto one or the other of the two groups may, in some degree, be de- 

by those who would care to examine each application in detail. 
eason, however, which is frequently given, is unacceptable 
‘al. It appears in both eategories. That reason is given as 
expression of bank policy against lending upon specific types of 
lateral, such as fixed assets, fishing boats, panes construction ma- 
chinery, buildings on leased land. You see, it is perfectly obvious 
that a commercial bank might not want to cone certain kinds of 
heavy assets, though they were vers rood, as collateral, because a 
local commercial bank, above all other things, must remain liquid, 
and therefore wants collateral it can turn speedily into cash. 

Therefore, it hesitates to accept as collateral sound assets which 
might be slow to move. A substantial number of cases were declined 
by the banks in general terms which were characterized by the bor- 
rower as polite brush-offs. In such cases, the real reason may not 
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be known. I think this is illustrated by the letter which I read into 
the record at the beginning of my testimony today, trom an attorne’ 


representing a successful small business, which has operated, my 
knowledge, in a well-known Wyoming community for n 
vears, but the application of which was just turned 
anv explanation at all. 
It is reasonable to place these in the excess! 


hucts 


vlve personal reasons which would reflect upot he al *s : 


a 
cheds 
yUitt 
or character | Sil that, although im this part | "SS ta which | 
have referred, that cannot be possibly 


ceneral terms are likely to be eM ploved whet to 


deelinat Ol 


to cooperate 


t 


This table shows that about 73 
the banks were declined for essentialh 
would hol be cured by the proposal to 
posal has been made over and over acai 
Congress. 

Senator Benron. President Hoo, 
terday. 

Senator O’Manonery. Yes; 
but it certainly would not meet 
category of declinations 

On the other hand, 27 percent of 


| 


by the local banks that the risk was t 

~The availability of institutions designed 
would have been helpful also in these cases 
source of risk capital 

| have a table which ] shall ask to pul 
Thanh, oly ing’ the reasons wl \ banks adectine small 
is ey idence of the credit yap that causes sipai 
Government for aid. 

Senator Benton. You think this is ¢ 
O'Mahoney? 

Senator O’Manoney. Oh, ves; the ca a at rat 

Senator BeEnTroNn. For these 300 that lb aNAIVZ . how 
them may have turned sour or how many turned out to bi 
or unsound loans? 

Senator O’Manoney. [ cannot tell vou 
nol personally examine each of these. 
reason given was that the maturity w: 

In 10.6 the collateral was unacceptable 

In 5.8 percent the bank, while extending short-term credit, was 
unwilling to make a long-term loan. 

Senator Futsriagnr. What is the difference between that and the 
first category? 

Senator O’Manoney. Well, the difference is that in these latter 
instances the bank was already giving short-term credit. 

Senator Futsricut. ] thought in the first 40 percent the term 
was Loo long. 

Senator O'Manoney. But that was with respect te applicants which 
were not presently receiving credit from the bank. The other 5.8 
percent are cases in which the bank was giving short-term credit but 
was unwilling to give long-term credit. That, | think, is a very 
important 
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Senator FULBricur. 

little confused. 

Senator O’Manonry. Well, 


It seems like the same reason. [ am just a 
do Vou not see, the case of an applicant 

who does not have a short-term loan and who asks for a 
loan and js declined for that reason is very different from tl 
tn applicant who already has a 
clear? 

Senator Fy LBRIGHT. Yes, Burt he asked for 
he is turned down. 

Senator O'! \HONEY. Yes. 

Senator Fy LBRIGHT, It is for the same reason that the first crowd 
is turned down. 

Senator O’M \HONEY. Yes: but 
the fact that in some of the 


Ong-term 
1€ Case of 
short-term loan. Do I make that 


a long-term loan and 


they are listed Separately because of 
cases the applicants had not receiy; d loans 
while in others they had received short-term loans. T can explain 
it this way by saving that it would have been perfectly simple to say. 
and I say it now. that in 46.5 Percent.of the cases the applications were 
turned down because the credit sought was for too long a period. 

Senator FULBRIGHT. Well, that IS what it seemed to me. 

Senator O’Manonry. That is true. But I wanted 
the fact that in 9.8 percent of the 
receiving short-term credit, 

Senator Fy “BRIGHT. However, the 45 Percent on that question, the 
term of the loan refers lo your argument, about a gap, 
to me that is the main gap, that is caused by this 
loans to small businesses. 

Senator O''!M ‘HONEY. Well, I do not think there js any doubt about 


it, that and the lack of equity capital, which I shall 
moment. 


lo emphasize 
cases the applicant Was already 


because it seems 
area of long-term 


discuss in Just a 


In 13 Percent of the cases the 


applicant’s business Was located 
outside of the area 


serviced by the bank. 

In 3.6 percent the loan requested exceeded the bank’s legal limit to 
one borrower. 

In 2.2 percent the bank was already “loaned up”’ 
funds. 

Senator FuLBricur. What was that 

Senator O'M AHONEY. 3.6. 

In 2 Percent of the cases the lo; 
the bank did not care to make. 


In 1.8 percent the policy of the bank was not to lend to the tvpe of 
business in Which the applicant was engaged, and there were m 
laneous reasons for 1.8 percent additional. 
Percent declinations of these 
Which can reasonably be 
gap. 

Senator Brenton, That IS a terribly interesting table, 
O'Mahoney,  ] wonder Whose judgment would now be | 
these 300 cases have proved to be sound loans? 

Senator O'M ‘HONEY. I shall ask the Staff of the 
make a study of that and Prepare a report, 

The information referred to follows: 


or low on lendable 
first Percentage, | missed jt. 


in requested was a special type which 


iscel- 
making a total of 72.8 
applications for Institutional 


re il SONS 
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Senator 
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Joint commit tee to 
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Status Marcu 31, 1951, oF THE 300 Loans INCLUDED IN SAMPLE 


A follow-up, as of March 31, 1951, of loan experience with this sample group 
of 300 loans authorized during 1948 and 1949 shows only 8 loans delinquent 
over 3 months, including 4 delinquent over 6 months: 61, 
percent, of the loans authorized were not actually disbursed by the FC but 
were canceled in full because the borrowers succeeded in obtaining funds els 
where, or rearranged their plans so that the monev, even though obtainable, was 
not needed. Of the 239 loans actually made, 47—or 20 percent—had been repaid 
in full or by refunding into new loans 160, or 6624 ] 
in good standing. Eleven loans were in liquidation stat 
istrative reasons but most of these loans, it was 
without recourse to the collateral, which amounts, hé 
outstanding balances. 

Summarized, the status of the sample group of 
is as follows: 


oryr + | ‘ 
or approximately 20 


‘ent and 
curre ana 


Repaid in full 
Repaid by refunding or otherwise 
Outstanding and current 
Delinquent 1 to 3 months 
Delinquent over 3 months 
In liquidation 
Canceled in full (i.e., funds never actually disbursed 

Senator Benton. I think it would be interesting to put that in 
evidence in line with the previous testimony that sound applicants, 
if the loan is sound, can now get money from the commercial banks 
That is the testimony we listened to from witnesses vesterday. The 
thing that is lacking on this table is the evidence that these were 
sound loans, and I assume most of them were sound loans, and ] 
think it would add to the record 


Senator O’Manonety. Not having examined them all, I do not 


i 
want to make this specific, until the joint committee staff completes 


its study on the current status of these 300 loans. 

The following reasons were elven which evidence concern about 
the risk involved: 

In 5.4 percent of the cases the bank felt that the applicant’s finan- 
cial condition did not warrant the loan. 

In 2 percent the collateral was insufficient, I mean 
ficient. 

In 1.6 percent of the cases the applicant’s enterprise was newly 
formed and the credit and earnings record had not yet been estab- 
lished. The bank is unwilling to do it. It was perfectly sound 
reasoning from the point of view of the bank, a perfectly poor reason 
from the point of view of anybody who wants to see sound business 
expanded, emphasizing the need for risk capital, and that is a need 
which will be supplied by this capital bank plan. 

Finally, 16.4 percent of these declinations were made in general 
terms, the brush-off, as the borrower would say, and 1.8 percent gave 
miscellaneous reasons, making a total of 27.2 percent. 

Special attention should be paid to the following reasons given by 
local banks as to why credit was not extended in the community of 
the borrower, and why, therefore, the borrower was compelled LO 
turn to the Government through the Reconstruction Finance Corpo- 
ration for financing. I have already discussed the large number of 
cases in which needed long-term credit was not available even though 
in many cases the bank was already extending short-term credit to 
the applicant. It is especially significant, it seems to me, that in 
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many cases the bank declined the loan because the applicant’s busi- 
ness embraced an area greater than that serviced by the bank, that 
the loan requested was greater than the legal limit which could be 
extended to a single borrower, that the available funds of the bank 
were already exhausted, and, finally, that the applicant’s enterprise 
was a new one without an earnings record. In each one of these 
categories it is clear that the nature of the request in itself was evi- 
dence of the existence of a demand for credit greater than the local 
bank is presently able to extend. In other words, expansion of busi- 
ness in local communities is failing because the private credit system 
is not adequate to do the job. Obviously, the failure of Congress to 
create a priv ate credit svstem that can do the job will only strengthen 
the pressure for Government loans. 

Modern technology, the improved means of transportation and 
communication, the scientific advances which distinguish this era from 
all that have preceded it, necessarily create openings for business 
because new demands for coods and services are created by this 
development. When the new enterpriser is unable for lack of risk 
capital, or loan capital. to enter the field, the inevitable result Is 
that the field will be occupied by big business. ‘Thus it is clear that 
unless we act to provide a capital bank svstem to channel private 
savings into new local and regional business, the inevitable tendency 
vill be to increase the domain of centralized big business, and, if that 
trend continues, the trend toward big government will likewise con- 
tinue. So I say in all earnestness that this capita! bank bill points to 
the pattern by which we can save the free competitive enterprise 
svstem. 

\MIr. Chairman, may I insert the table I have been referring to at 
this point in the record? 

The CHarrmMan. Without objection that will be placed in the 


record at this point 


an requested exceeds bank’s legal linu 
loaned up”’ or low on lendable funds 
ested was a special type not made 

not to lend to tvpe of business in 1 


meous reasons 


neing coneern about the risk involved: 
Bank felt applicant’s financial condition did not warrant a loan 
Collateral considered insufficient 
\pplicant’s enterprise newly formed; credit and earnings records not 
established 
Declined in general terms (brush-off 
reasons 


‘4 , 
Subtotai 


Total 
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The CuarrmMan. Is the Senator familiar with the RFC investiga- 
tion under Senate Resolution 132 by the so-called Buck subcommittee? 

Senator O’Manoney: Yes; that was in 1948. 

The CuarrMan. On page 520 of that report that committee of the 
Kightieth Congress bears out exactly what Vou say, and there are 
direct answers from the bank. For instance, question A: 


What is the reason or reasons why you refus h ap] 


i 


appropriate box or boxes. 


And we had a reply here that I remember at 
comes back to me now, for instance, the banks 
Joans were too large for bank’s loan limitations. 
So I am going to have placed in the recor 
exhibit 38—B. 

SENATOR O’Manoney. I am verv grateful 
I would like to have it follow the table which 

The matter referred to by the chairman is 


EXHIBIT 38—-B 


Commercial banks 


} 


For examples of such “reasons,’ t 
If vour answer is “‘No,”’ skip to question V. 
Il. If the answer to question I is ‘*Yes,”’ 
A. What is the reason or reasons why 
Loan too large for bank’s loan limitati 
Loan too small 
Type of loan requested not handled by ‘ 
Lack of experience in handling type of loan re 
Type (not quality) of collateral offered 
Requested maturity too long, but 5 vears or les 
Requested maturity too long, over 5 vears and 
Requested maturity too long, over 10 vears 
Loan duration of 5 to 10 vears for the purposé 
fixed capital 
\pplicant a new enterprise 
\pplicant too small an enterprise 
\pplicant’s enterprise located at too great a distance 
State banking laws and policies of State bank exan 
Federal banking laws and policies of Federal bank exa 
Other____ 


B. During the past 2 years have such refusals beet 


Frequent —— a 
2. In isolated cases only. 
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Senator O’Maunoney. It seems to me, Mr. Chairman, that the 
table which I presented, when taken in connection with the table from 
the hearings of 1948 to which the Senator has just alluded, definitely 
establishes 

The CuarrMan. Of course, Senator Fulbright and myself were on 
the same committee at that time. There were Senator Buck, Senator 
Tobey, Senator Capehart, and Senator Bricker and myself; is that 
right? 

Senator Futsricut. That is right. 

Senator O’Manonery. In connection with the point that the chair- 
man just raised, | want to call your attention to the fact that the first 
testimony presented to our committee on December 6, 1949, when we 
held these hearings on the volume and stability of private investment, 
was given under the auspices of the Small Business Advisory Com- 
mittee of the Department of Commerce. 

The principal witness was a banker from Phoenix, Ariz., Mr. Walter 
Bimson. His testimony appears in part 2 of our hearing, beginning 
on page 118. I cite it as the testimony of a banker representing a large 
group of bankers who were urging upon the Congress the enactment 
of legislation to provide a means of filling this credit gap. 

Senator Kem, in his presentation a few moments ago, called to the 
fact that three-fourths in volume of the money loaned by the RFC 
has gone to large applicants. That is not at all unusual. That 
same record is to be found in the regular banking and credit system. 

Our committee learned, when we held this hearing, from the insur- 
ance companies, that 17 of the major insurance companies with 
assets of more than $42 billion, assets which were built up by the 
savings of little people throughout the United States, in 1948 made 
only three loans to industrial corporations with assets of less than 
$500,000. 

Senator Futsricur. Three loans? 

Senator O’Manonry. Three. More than that, out of $1,900,000,000 
loaned in 1948 to 505 borrowers, only $173 million-plus was loaned to 
industrial corporations with assets less than $10 million; in other 
words, of these 505 loans totaling $1.9 billion, only 8 percent was 
granted corporations with assets less than $10 million; showing con- 
clusively that under the system, as it has developed, the savings of 
the people are now channeled to big business. This is the primary 
reason why little business is constantly hammering upon the door of the 
Federal ‘Treasury for public money. 

It all arises out of the simple fact that we have not changed the 
pattern of the private credit system to méet the needs of a changed 
economy. 

Senator Futsricnt. | wonder if the Senator would agree with me 
that perhaps the growing Federal taxes has had a great deal to do with 
the lack of risk capital in smaller businesses. 

Senator O'’Manoney. Unquestionably. There. are several pages 
in our subcommittee report which I placed in your hands devoted to 
that very subject, and that is the reason why in this bill we have 
provided a 15-vear exemption from the taxation on the profits to be 
gained from a capital bank svstem. 

Senator Futsricur. That is what I was going to ask vou. Is that 
tax exemption only for these credit banks? It is not to the applicant; 
is it? 
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Senator O’Manoney. Oh, no; it is just for the banks 

Senator Futsrigur. Well, 1 am not suggesting this as an alter- 
native, but I mean something that should be sponsored at the same 
time, as a further incentive to the investment of risk capital in small 
companies, that some special treatment be given to small companies’ 
earnings commensurate with the risk involved 

Senator O’Manoney. | will say, Senator Fulbright, when I filed 
the report of the TNEC, just before we were drawn into World War I] 
| urged, if my memory serves me correctly, that Congress should devise 
a svstem of incentive taxation to promote the growth of independent 
competitive business, because, if it is not done, the growing concen- 
tration of control in the large companies will proceed, not from any 
desire on their part to monopolize but just from the inherent effect 
of the flow of capital. So, we provide here on page 11 of the bill, in 
paragraph 10; that is, subparagraph (¢ 

The corporation, its franchise, loans, and other asse 
surplus, its reserves, and its income, shall be exempt for a peri 
from the date of its charter from all taxation now or hereaf 
United States, by any Territory, dependency, or possessio1 
State, county, municipality, or other taxing authority 
property of the corporation shall be subject to State, te1 
or local taxation to the same extent according to its val 
taxed. 

Senator Benron. I agree with you that that provision will, in 
itself, get this svstem under way very quickly, if we get the bill 
through. 

Senator O'’Manoney. Now, | was telling vou about the experience 
of the large insurance companies. The testimony came before our 
committee from Mr. Merrill Griswold, Chairman, Board of trustees, 
Massachusetts Investment Trust (hearings on Volume and Stability 
of Private Investment, p. 447), that 45 percent of all the wealth in 
New England is presently in the control of fiduciaries, who naturally 
do not want to Invest in anvthing that involves a risk mul, ne we 
are going to continue to build up the United States, if we are going to 
develop the great resources which remain undeveloped in this country, 
we have got to find the way of channeling risk capital to such dev elop- 
ments. 

Senator Futsricut. I may not have made myself clear. ‘The point 
I am trving to make—and I know the Senator was in favor of it, as I 
was-—I introduced several bills. We—all of us, not in this committee, 
but because we only come here unless it could be made a part of one of 
these bills—considered special treatment on taxes to all small com- 
panies. There have been several proposals made, such as the first 
$25.000 being exempt, which obviously is not of any significance to 
General Motors, but a lot of significance to a small company getting 
under way. Some approach such as that—does not the Senator 
think?—will go very well with this bill 

Senator O’Manonry. Well, I think it is in the same category 

Senator Futsricur. I say as a part of it; not in substitution of it 
but as a part of it. 

Senator O’Maunoney. Well, of course, I have had a long experienc: 
here in the Senate, and vou know I have a great deal of it, as I am in 
my eighteenth vear now. I would say there is more pee unity for 
success in getting a bill through if you confine it to a single project 
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Senator Benton. Out of my brief experience, I would agree with you. 


_ Senator Futsricur. I would agree with that, but just for my own 
information, you do agree about this other matter.? 


_ Senator O” Manonry. Yes. Let me read vou this very brief extract 
from our subcommitte report, Senate Document 149. It is on page 8: 


The subcommittee recommends an early systematic review of present tax laws 
with special emphasis on their impact on small business and on the availability 
of equity capital generally. The present tax svstem was largely devised to meet 
the special fiscal needs of depression and wartime. Our objective now should be 
for a tax system geared to increased production, to development and stabilization 
of little and local business, and the encouragement of « quity financing. 

Of course, when that was written into the report last March 1950 
we did not foresee the new defense program and its heavy taxation 
for defense purposes. So, I am discussing this in the light of the con- 
ditions that then existed. F 

Senator Futpricur, Were you a member of the Finance Com- 
mittee? 

Senator O'\MAanoney. No; I was never on that committee 

Senator FuLtsricur. Senator Taft is, and 1 thought we could get 
something going here. 

Senator O’Manoney. Well, I would not be surprised because 
Senator Taft was the author of one of these bills listed in the Digest 
I discussed earlier today. This was a bill which he introduced 
long ago as March 14, 1944, a bill which came to this committee, 
called the Small Business Insurance Act. 

Everybody recognizes the problem. 

Senator Benton. I have spent a good many vears before IT came 
into the Senate studying this problem of taxation involving small 
business. I with great reluctance have concluded it would be un- 
sound to give the kind of special treatment suggested, but there are 
many other changes in our tax laws which would be of enormous 
benefit to small business by more liberal treatment on depreciation 
and amortization, on loss carried back and forward, and in President 
Hoover's suggestion of the other Gay, which is a very good suggestion, 
permitting a small corporation to file tax returns on the basis as if 
they were a partnership. 

Senator O’Manoney. There were six recommendations which we 
made, and may I sav we hedged a littie bit by pointing out that the 
recommendations were being made on the evidence then before us, 
so that this would require further study by an appropriate com- 
mittee. 

The subcommittee, basing its judgment upon the limit of evidence 
before it, recommends (reading 

a) That the special tax advantage of small corporations be clarified and re- 
designed to increase benefits to the very small and to extend them to intermediate- 
sized corporations; 

bh) That added flexibility be permitted administratively—and, if need be, 
gislatively—in the rate at which businesses are allowed to write off physical 
assets for income-tax purposes. 


le 


i 


There was a great deal of support for that benefit. That would 
be one of the biggest things that could be done. [Continues reading:] 
A thoroug pee eeiees study of the application and effect, real and feared, 


of section 102 of the Internal Revenue Code dealing with unreasonable accumula- 
tion of corporate profits. 
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(d) That provisions for the carrying forward of net losses 
(e) That venture-capital corporations be treated as investme! 
tax purposes. 


Senator Futpricur. What does that mean? 

Senator O’Manoney. There is a special law governing the taxation 
procedure for investment companies, and our recommendation was 
that venture-capital corporations, such as these, perhaps, should be 
treated as investment companies for tax purposes. {Continues reading: | 


(f) That steps be taken to mitigate the liquidation problems of far owned 
businesses in the event of death of the principal family stoc! 
ample, exempting from estate taxes the Insurance proceed 
taken out to pay such taxes. 

Senator Benron. That is one of the greatest hazar 
right there. 

Senator O’ MAHONEY. There is not any doubt about 
centration of economic power is promoted by the esta 
present time. 

Senator Benron. And the tax regulations. 

Senator O’Manoney. The owner of a family firm reaching the age 
of retirement may see it coming and, not finding in his own family a 
person whom he deems competent to manage the family business, 
sells out. 

Senator BenNetr. Even finding a member of his own family who 
is competent he has to sell out in order to cash enough of the assets to 
pay the inheritance tax. 

Senator O’Manoney. That is true. 

Senator Benron. Mav I add the deadly terror in which he lives, 
not knowing at what price the Treasury is going to evaluate his busi- 
ness, and afraid the Treasury will evaluate it at, at least book value, 
when he looks at the New York Stock Exchange and sees the steel 
companies of America selling at half of book value and the banks of 
Anu he il all selling | under book value and vel the ‘Treasury on his 
unlisted stock will move in and evaluate it at hook value. it is a 
very grave problem. I agree with the chairman it is part and parcel 
of what vou are after in this bill which vou are introducing 

Senator O'MAHONEY. Inasmuch as the senatol 

Senator Benton. | wish you would not make it a part of the bill 

Senator O'Manoney. And inasmuch as the Senator from Con- 
necticut has exhibited a great deal of interest in this proposal, like- 
wise the Senator from Utah, and the Senator from Connecticut hav- 
ine been a member of the CED, the Senator from Utah havine been 
president of the National Manufacturers Association, | would like 
to read just a paragraph or two from a statement on national policy 
by the Research and Policy Committee of the Committee for Economic 
Development, so that those who may read the record of this com- 
mittee may know—I want to make the record clear on that—that 
this is not a Government committee but a committee of private 
businessmen. 

On page 38 of this report entitled ‘Meeting the Special Problems 
of Small Business’’ | find this lancuage: 

The chief clientele of the capital bank could 
referred by the commercial banks. The capital ban] 
make long-term loans to or purchase the securities 
firms. The securities could include bonds, preferre: 
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The activities of the bank would be focused on the requirements of small busi- 
ness, With limitations on the size of loans or security purchases in any one 
enterprise. So long as the capital bank held stock in a firm, the bank would 
share in its profits on a basis commensurate with the risks. In the interest of 
conserving independent small-business ownership and in order to make this type 
of financing attractive to the owners, redemption of stocks would be permitted 
to the enterpriser within liberal time limits on a mutually agreeable basis. To 
meet the special needs of small-business financing, the capital banks should set up 
appropriate consultant services as part of or supplementary to the financing 
program. 

The Committee looks upon this proposal for capital banks as a means of 
developing new and specialized techniques for meeting the peculiar requirements 
and for developing the potential of small business as an investment. Appro- 
priate legislation permitting the establishment of the capital banks and the 
participation of commercial banks, and the establishment of appropriate rules by 
the Federal Reserve Svstem should be given consideration by the Congress. 

Mr. Chairman, we were so impressed by the testimony of Dr. 
A. D. H. Ke aplan of the Brookings Institution who also prepared a 
volume entitled “Small Business, Its Place and Problems” for a 
CED, that this bill, which is now before you, was drawn up carefully 
in cooperation with the staff of the Federal Reserve System, with the 
members of the CED, with all persons who could contribute, as we 
thought, to the clear understanding of how a sound system of pri- 
vately owned capital banks could be established. 

Senator Benron. Just as a footnote, Mr. Chairman, may I state 
that as a member of that committee, at the time Dr. Kaplan wrote 
his book upon which this report is based, I do not remember any dis- 
agreement among the very substantial group of businessmen who 
served on that committee to this recommendation, but I do not 
believe there were any bankers on that committee. I may be mis- 
taken. It was a committee largely of industrialists and manufac- 
turers. But this idea which, to the best of my recollection, was 
conceived by Dr. Kaplan out of his discussions 

Senator O’Manoney. May I say that we had numerous conversa- 
tions. I had personally had many conferences with Dr. Kaplan and 
also with Thomas MeCabe, who was at that time Chairman of the 
Board of Governors of the Federal Reserve System, and he is entitled 
to a good deal of the credit for the form in which this bill is now pre- 
sented. 

Senator Benton. My recollection is that the booklet from which 
you read was published before Mr. MeCabe took his chairmanship. 

Senator O’Manoney. Oh, ves. 

Senator Benton. I know Mr. Kaplan’s book was published prior 
to that time. 

Senator O’Manonzy. I had intended to discuss the terms of the 
bill, but it is getting so late I shall ask permission to insert in the 
record, without reading, a description of the various terms of the bill. 

Senator Futsricutr. Without objection, that may be done at the 
close of your remarks. 

Senator O’Manonwvy. May I say to you, Mr. Chairman, just this: 
I am deeply convinced that nothing in the world can destroy the 
private property system except our own neglect. I do not believe 
that the Communist philosophy or Communist power can ever over- 
throw it, unless we who are the advocates of a free economy, through 
lack of time and opportunity perhaps, or through a misunderstanding 
of its problems, fail to see that the capitalistic system cannot stand 
unless it stands upon the investment of private sapinel We are 
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faced with the growth of what I call monopoly capitalism, not because 
I] mean its development is by design conirary to the antitrust laws, 
but because it is collectivist in iis general design 

Take the General Motors Corp. which Senator Fulbright referred 
to earlier, for example, which made such extraordinary profits last 

var. It is owned by stockholders. It is managed by 450,000 em- 
caceaas: a few expert employees, and it employs over 400,000 workers 
most of whom have no ownership in the institution. It is a repre- 
sentative of industrial collectivism. United States Steel has about 
260,000 stockholders and 290,000 employees. The Bell Telephone 
System has nearly 1,000,000 stockholders and some 700,000 em- 
plovees. 

The erowth of such collectivism is bound to continue unless we 
find a way to keep the door of opportunity open = new inde ‘pendent 
private enterprise. So to me it seems essential, the preservation 
of the capitalistic system, that we get about this problem and get 
about it quickly, to channel private capital to the support of private 
business, and if we do not do it the record clearly shows the money of 
the public, through one device or another, will go to the support of 
big business and the savings of the masses of the people through the 
system we have will also go to big business, because these large banks, 
these large savings and insurance corporations, just cannot take the 
time to analyze the small loan application which comes from a small 
community. 

Senator Benron. In my judgment, Mr. Chairman, with all the 
Senator’s vast experience in this field, and I am sure there is no other 
Member of the Senate with comparable experience or comparable 
understanding 

Senator O’Manoney. | think the Senator generously exaggerates. 

senator Benton. He still does not do justice to the problem of 
trving to get money from one of the big insurance companies, because 
I have tried it and I have tried it again and again on behalf of my 
own small enterprises, and it is virtually an impossible barrier for a 
small independently owned and run business to get that kind of 
financial support. 

Senator O’Maunoney. I hope the Senator from Connecticut will put 
his testimony in the record. 

Senator Benton. I could never match the eloquence or skill of the 
testimony to which we have just been listening. 

Senator FuLtpricut. I want to thank the Senator from Wyoming 
and say that I think it is a very interesting bill he has introduced, 
and as far as I am concerned it will receive consideration, and prompt 
consideration. 

I would also like to join him and other interested parties on the 
bill on the tax angle, because I think it is an extremely important 
one and would compleme nt and make much more attractive the ae 
osition he has here; in other words, the availability of the capital 1 
here and it makes it much more attractive to get it and put it to use 
if we had more tax advantages. 

Senator Benton. The officers of the first capital bank ought to get 
right on to that problem. 

Senator FuLtsricut. We might pursue those currently, but sepa- 
rately, so that one will not be held up by the opposition that might 
develop. 
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Senator O’Manoney. I would be very happy to discuss the matter 
with the Senator, but certainly the matter ought to be studied further. 

Senator Futsricur. I should like to say, Senator, there are argu- 
ments under present conditions that might not be made under peace- 
time conditions, and that is that the concentration of this economic 
wealth in the big companies is much greater in a period like the present 
than even in peacetime. If you will examine these certificates of 
necessity, practically none go to the little ones. All of these advan- 
tages, tax advantages, under which they, in effect, get a plant free 
in 5 years under these amortization programs, where they give them 
a contract and give them the money and then give them the amorti- 
zation, you are going to have a much more rapid concentration in 
the next 5 vears than you have had in the last 5 vears. 

Senator O’Manonry. My only hope in that respect is that when 
5 years have passed, and this crisis, we hope, shall also have passed, 
those companies which have been the beneficiaries of rapid amortiza- 
tion will be paying as a result a much larger proportion of the taxes 
than they now do, because they will not have that offset. 

Senator Futsricur. | hope that will happen, but in the past they 
have been extremely able in adjusting tax schedules for their benefit. 
They are also able to employ extremely astute tax counsel, so that 
we have great difficulty even in that phase of it. 

Senator O’Manoney. Is not that the truth? 

Senator Benron. If the chairman appoints a subcommittee, Sen- 
ator O'Mahoney, to further examine this bill, which I earnestly hope 
he will do because I so strongly favor this bill and its passage, what 
would be the nature of the hearings that vou think are indicated 1 
order to present this case and make a record for it for the Senate as 
a whole? 

Senator O’Manoney. I have a list of persons whom I would be 
clad to submit to the subcommittee and call for evidence. They are 
all ready to do it, I am quite sure. 

Senator Futspricur. Did the Senator put in the record the digest 
f this bill, explaining in his own words what the bill is about? 

Senator O’Manoney. Yes, and the committee staffs summary of 
the bill is also in the record. 

The material referred to follows: ) 


Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That section 13b of the Federal Reserve Act is 
amended to read as follows: 

Sec. 13b. 1. Purposre.—The general purpose of this section, as amended, in 
the light of which its provisions shall be construed and applied, is to provide 
means for supplementing the existing financial activities of banks and other 
financial institutions by the establishment of one or more regional investing 
corporations, privately owned and managed, their formation to be facilitated by 
authorizing the purchase of their capital stock by the Federal Reserve banks with 
a view to the ultimate disposal of such capital stock by the Federal Reserve banks 
to member banks of the Federal Reserve Svstem and to other private investors. 
Such corporations shall be authorized to invest in and make loans to both small 
and independent business enterprises organized upon sound business principles 
which supply an economically useful product or service, where the investment 
in or loans to such enterprises are in the interest of the national defense during 
periods of national emergency, or are desirable to promote the growth and expan- 

f such ente rprises. 
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“2. NATIONAL INVESTMENT Apvisory Coun: 
lished a National Investment Advisory Council, 
which shall consist of the Secretary of the Treasu 
who shall be Chairman of the Council, and the C] 
of the Federal Reserve System. The Council 
Board of Governors of the Federal Reserve Sy 
to that Board from time to time with respect 
tions organized under this Act, the lending and inve« 
rations, and the administration of the provisions of thi 

“3. EviciBLe ENreRPRISES.—The Secretary of Com: 
standards to determine the eligibility of small or indepe 
for the purposes of this section. In promulga 
differ according to the tvpes of financing or o 
considered the relative size and posit io 1 of bu 
industry in which they are engaged, the size 
operations, the size and independence of the 
ownership or control of the business, and the 
and no enterprise shall be considered to be 
enterprise which is affiliated through stock owner 
enterprise which is determined to be dominant i 
of busine ss in which it is engaged, unless such other 
as a small or independent business enterprise unde 

t. ORGANIZATION OF CORPORATIONS a) ( 
number the total number of Federal Reserve bank 
for the purpose of operating under this seetior mi 
of persons not less than five, who shall subscribe 
except that any such corporation in whose stock 
banks invest shall be formed by a Federal Reserve 
scribe to the articles of incorporation Phe artic 
corporation shall specify in general terms the objects for 
formed and may contain any other proy 
that the corporation may see fit to adopt 
conduct of its affairs, including provision 
directors. Such articles shall be subject t 
of the Federal Reserve System, and wit 
time to time. Articles of incorporatior 
warded to the Board of Governors fo 
Such articles shall specifically state 

the name assumed by 
the area 
anvwhere 
t as long a 

Board may restrict 

“third, the place where 


within the Federal Res rve dist 


“fourth, the amount of its capita 
into which the same shall be 


respective participations of such shares in the profits of 
‘(b) In determining whether to appr the establishmet 
and its proposed articles of incorporation, the Board of Gove 
regard, among other things, to the need for the financing of smal 
business enterprises in the place or places where the proposed 
commence operation s, the general character of the propos d management of such 


corporation, the number of such corporations previously organi: 
States, and the volume of their operations. After consideration all relevant 
factors, the Board of Governors may approve the articles of incorporation and issue 
a permit to begin business. Upon issuance of such a permit, the corporation shall 
thereafter become and be a body corporate and, as such, and in the name desig- 
nated therein, shall have power to adopt and use a corporate se al: to have succes- 
sion for a period of thirty years, unless extended as provided in this sectit 
unless sooner dissolved by the act of the shareholders owning two-thirds of 
stock or by an Act of Congress or unless its franchise becomes forfeited 
violation of law: to make contracts; to sue and be sued: compla 

any court of law or equity: by its board of directors, to appoint 

employees as may be deemed proper, define their authority 

bonds of them as it deems advisable, and fix the penalty thet 

officers or employees, or any thereof, at pleasure and appoil 
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places; to adopt bylaws regulating the manner in which its stock shall be transfer- 
red, its officers and employees appointed, its property transferred, and the privi- 
leges granted to it by law exercised and enjoyed; to establish branch offices or 
agencies subject to the approval of the Board; to acquire, hold, operate, and dis- 
pose of any property (real, personal, or mixed) whenever necessary or appropriate 
to the carrying out of its lawfui functions: to act as de ‘pository or fiscal agent of the 
United States when so designated by the Secretary of the Treasury; to operate in 
such Federal Reserve district or distric ts or Territories or possessions of the United 
States as may be specified in its articles of incorporation; and shall have the other 
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powers set forth in this section and such incidental powers as may be reasonably 
necessary to carry on the business for which the corporation is established. 

‘‘(e) The board of directors of each corporation organized under this seetion 
shall consist of nine members, all of whom shall be elected annually by the holders 
of the shares of stock of the corporation authorized and issued under the provisions 
of this section. Subject to the provisions of this section the directors of any 
corporation organize -d under this section shall have wide discretion in directing the 
affairs of such corporation to carry out the purposes of this section 







































































‘5. CAPITAL STo¢ PROVISIONS. — Each corporation organized under this 
section shall have a paid-in capital and surplus equal to at least $5,000,000 before 
it shall commence business. Each Federal Reserve bank which organizes a cor- 











poration under this seetion shall invest in shares of stock of such corporation in 
an amount equal to at least $5,009,000, or an amount which, when added to the 
unts, if any, of shares subscribed by other Federal Reserve banks, member 
cs, nonmember banks, financial institutions, corporations, partnerships, or 
other persons, shall equal the sum of $5,000,000; and each Federal Reserve bank 
s hereby authorized, notwithstanding any other provisions of law, to invest in 





















































the shares of stock of one or more corporations organized under this seetion: 
Provided, That in no event shall any Federal Reserve bank invest in shares of 
corporations organized under this Act if as a result thereof it will hold an amount 



























































of such shares aggregating more than 2 per centum of the aggregate amount of 
the combined ¢ capit al and surplus of all its member banks, or 65,900,000 which- 
ever is greater. The ' stock in any corporations organized under this 














































Act shall be eligible for > by member banks of the Federal Sd Svstem.- 

i each such member bank is herebv authorized, notwithstanding anv other 

ision of Federal law, to aequire and hold an amount of such shares equal to 

( ore an 2 per centum of the capital and surplus of such member bank 

Subject to the provisions of this section, anv nonmember bank, financial institu- 
t corporation, partnership, or other person may acquire shares of stock 
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bank. a Federal Reserve bank which holds shares of stock in a corporation organ 
‘ | under this Act sl} all. with the approval of the Joard of (;overnors, sell to 
such member bank all or a portion of such shares up to the amount whieh such 






































ember bank is authorized to aequire and ld under the provisions of this 
paragraph: and a Federal Reserve bank holding such shares of stock may, with 
1e approval of the Board of Governors, sell such shares to anv nonmember bank, 
financial institution, corporation, partnership, or to any other person. The price 
at which such shares may be sold by a Federal Reserve bank under this paragraph 
shall be subject to the approval of the Board of Governors. The aggregate 





amount of shares in any such corporation or corporations which may be owned 
rr controlled by any member bank, by any nonmember bank, financial institution, 
corporation, partnership, or 7 any other person, or by any group or class of 
persons, mav be limited by the Board in accordance with its general policies; and 
no one stockholder, other the ana F ede Té al Re serve bank, shall at anv time " without 
the approval of t he Board in accordance with such policie , own or control more 
than 10 per centum of the tota! outstanding shares of any such corporation 

“6. Borrowinc PowrrR.—Each corporation shall have authority to borrow 
monev and to issue its debentures, bonds, promissory notes, or other obligations 
under such general conditions and subject to such limitations and regulations as 
the Board of Governors may prescribe, but in no event shall any such corporation 
issue obligations which would cause the amount outstanding at anv one time to 
exceed the amount of its paid-in capital stock and surplus. Notwithstanding anv 
limitation contained in section 5136 of the Revised Statutes, each member bank 
is authorized to purchase and hold obligations of corporations organized under 
this section in an aggregate amount not exceeding 10 per centum of such bank’s 
capital and surplus. 

‘7. Drrect L OANS. Each corporation shall have authority to make or acquire 
loans with or without security to both small and independent business enterprises 
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which are eligible therefor, or to purchase obligations of such enterprises Such 
loans, purchases, or other acquisitions may be made either directly or in coopera- 
tion with banks or other lending institutions, through agreements to participate 
or by the purchase of participations, commitments to purchase, or ot! 

the corporation may determine. 

“8. Equity Financrine.—Each corporation shall have authority to purchase 
and to resell to the issuer or to others, the income debentures, comm« , 
stocks, or other capital shares of small and independent busi 
eligible under this section. 

“9 AGGREGATE LimiraTion.— Without the approval of the B 
the aggregate amount of obligations or securities acquired or 
ments may be issued by the corporation under the provisior 
exceed the sum of $300,000 for any single enterprise shall 
centum of the combined capital and surplus and maximun 
corporation authorized by this section. 

“10. EXEMPTIONS. a) The loans of anv national bar 
are purchased bv the corporation or for which a commitment 
hereunder shall not be subject to the limitations on real-estat 
section 24 of the Federal Reserve Act as amended. 

‘bh Paragraph 2 of subsection a of section 
as amended, is hereby amended by adding at tl 


lowing: ‘or any security issued by or representin 


lerwise, as 


tion of a corporation organized under sectiol 
as amended:’. Paragraph (3) of subsection 
Company Act of 1940, as amended 
at the end of such paragraph to 
corporation organized under SCCTIOI 
Paragraph 1) of subsection (a) of 
is herebv amended by changing the 
comma and adding the following 
interest in or a direct obligation of a 
of the Federal Reserve Act, as amendes 

The corporation 

= reserves a ad 

vears from 
the United 
anv State 
proper 
ipal or 
property is tax 
ll. MisceLLaANrous 
the corporation shall | indert¢ 
Federal Reserve Svstem or with 
initial investigation and servicing r 
by the corporatio! unde r the provision 


such banks or other financial instituti 

b) The corporation may mal 
services of the Federal Rese rve Svsten 
which are available for and useful to ind 
mav provide consulting and advising servi 
persons competent to provide such service 
direction of the Board of Governors of the 
Reserve bank is authorized to act as a depository 
organized under this section. Such corporations 
needed for their current operations in direct 
guaranteed as to principal and interest by, the I 

c) The Board of Governors is author 
sistent with general policies established b 
of national investment companies and t 
in accordance with its purposes 

d Kael} corporation sl al! be sul ject 
the Board of Governors of the Federal Res 
bank designated by the Board by examiners selected 
the cost of such examinations, including the compensat 
be fixed by the Board and to be paid by ‘corporatior 
corporation shall make such reports to the Board 
and in such form as the Board may require 
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e) Should any corporation organized hereunder violate or fail to comply 
with any of the provisions of this section, all of its rights, privileges, and franchises 
derived herefrom may thereby be forfeited. Before any such corporation shall 
be declared dissolved, or its rights, privileges, and franchises forfeited, any non- 
compliance with, or violation of this section shall, however, be determined and 
adjudged by a court of the United States of competent jurisdiction, in a suit 
brought for that purpose in the distriet or Territory in which the principal office 
of such corporation is located, which suit shall be brought by the United States 
at the instance of the Board of Governors of the Federal Reserve System or the 
Attorney General. ; 

f) Any corporation organized under this section may at any time within the 
two vears next previous to the date of the expiration of its corporate existence, 
by a vote of the shareholders owning two-thirds of its stock, applv to the Board 
of Governors for its approval to extend the period of its corporate existence for 
a term of not more than thirty vears, and upon certified approval of the Board 
h corporation shall have its corporate existence for such extended 
period unless sooner dissolved by the act of the shareholders owning two-thirds 
of its stock, or by an Aet of Congress or unless its franchise becomes forfeited as 


he 


Ot (iovert ors sue 


g lenever the judgment of the Board of Governors of the Federal 
Reserve System any person has engaged or is about to engage in any acts or 
h constitute or will constitute a violation of any provision of this 


f anv regulation thereunder, the Board may make application to the 
roper distriet court of the United States, or the United States courts of any 
erritory or other place subject to the jurisdiction of the United States, for an 

ler enjoining such acts or practices, or for an order enforcing compliance with 
provision, and such courts shail have jurisdiction of such actions and upon 
owing by the Board that such person has engaged or is about to engage in 
acts or practices a permanent or temporary injunction, restraining order, 

r order shall be granted without bond 
Section 1014 of title 18 of the United States Code is amended by inserting 


‘ase ‘or a corporation organized under section 13b of the Federal Reserve 
ter the words ‘Federal Reserve bank’ 

Notwithstanding this amendment to thi ction 13b, the Federal Reserve 
banks, for : riod oO iw vear following the fective date of this amendment, 
Ss all cont Me TO p ISSECSS and have the nvnh { > ( all au horit\ cont rred 
upon th 1) Thre rovisions of this section ¢ it { prior o the effective 


Nothing herein ‘ ailee bn ‘roof any Federal 


, trans- 
r made or entered in in earrving 
All or part of the ass held by anv Federa 
hereafter be acquire it pursuant 
by any corporation organized under 
nt of such Reserve bank. 
ij) Within sixty davs after the effeetive date of this amendmet 
DAN al av tothe United States : - 
retofore paid t uch bank under the pre of 
xisting; and such payment all c titute a full 
bligation or liability of the Federal Reserve bank to the United 
of the Treasury arising out subsection (e) of this 
or anv agreement thereunder The amounts repaid 
to this paragraph and anv remaining balance of 
Treasury for payments under this section as heretofore 
to miscellaneous receipts 
d States nor anv Federal Reserve bank shall have any 
] 4 


anv obligations entered into, or stocks issued, or commit- 


corporation.organized under this section 


SuMMARY OF O’Manoney BIL 


The title of the bill is ‘‘A bill to establish corporations to assist financial insti- 
tutions in making credit available to commercial and industrial enterprises and 
to provide capital for such enterprises.” 

This bill would establish capital banking corporations within the Federal 
Reserve System for the purpose of providing credit and equity capital to small 
and independent business. The facilities of the private banking system of the 





RFC ACT AMENDMENTS OF 1951 


United States and the capital of private banks would be u 

and capital requirements of the small and independent businessms 

appropriation guaranties or other forms of Federal financial systems are involved 
in this bill. The role of the Federal Government would be limited to 
ordinary supervision such as is usually exercised over banking it 

existing laws. The bill is, in effect, a challenge to private bankir 

institutions to come forward and resume the traditional role of 
financing small and independent local enterprise. As a resul 
sary for the Federal Government to expand its financi 

this service which is vital to the continued growth and 

free enterprise. 

This bill takes the form of an amendment to the 
supplies a new section 13 (b) for the existing sect 
Reserve banks, under special circumstance ; 

Paragraph 3 of the new section 13 (b) provides 
shall promulgate standards to determine thi 
business enterprises for the purposes of the sectior 
ards, consideration is to be given not only to the 
to the relative size and position of the business« 
and area in which they are engaged and to tl 
and management. 

Paragraph 4 permits the establishment of capit 
exceed in number the total number of Federal Re 
Thus 36 such corporations could be organized it 

The articles of incorporation for such corporat 
proval of the Board of Governors of the Fe 
due regard, among other things, to the nee¢ 
pendent business and the general character 
corporations before giving approval 
in directing the affairs of the corporat 
holders. 

Paragraph 5 of the bill set 
poration shall obtain its own 
section shall commence business 
$5 million. Member banks of the 
Invest up to 2 percent of their capital : 

Federal Reserve banks themselve: will 
the aggregate capital and surplus of all 
financial institutions, corporations or 
stances, acquire shares of stock but, 
tution or individual may own more tha 

lo provide additional capital for 
corporation may its deber 
capital 


eligible 
Governors the aggreg: al 


of S800.000 for anv single enterpr 


capital, surplus, and indebtedness 


In order to provide incentives 


corporations, the corporation, 
for a pe riod of 15 vears f 
county, municipality or 
corporation shall be subjec 
It is recognized that such capital bar 
provide not only monev but | 
busines: It is contemplated, therefor 
Department of Commerce will collabora 
the capital banking corporations will be able 
The Board of Governors is authorized to 
corporations to periodic examination and 


conflict with any provisions of this sect 
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RFC Assistance To Smatt Business! 


By direct loans, by participations, and by its indirect influe ‘nee on the grat iting 
of credit, RFC has been and is accomplishing the objectives assigned to it by the 
Congress. During 1948 and 1949 RFC handled 10,000 or more inquiries every 
month. In the same period it received 18,427 applications for business loans and 
approved 8,100 of them in the gross amount of $861 million. In authorizing these 
loans it followed the statutory principles that (1) credit must be shown to be 
otherwise unavailable on reasonable terms, and (2) its loans must be so secured 
as reasonably to assure repayment. 

Almost 90 percent of the business loans made by RFC were in the amount of 
$100,000 or less—typical small business loans Even the few large loans of over 
$1 million that RFC made were to firms that were relatively small and were far 
from dominant in their field. 

REC business loans during these 2 vears aided concerns in every State of the 
Union and in almost every type of commercial enterprise 

In declining 5,379 applications during 1948 and 1949, RFC first exhausted every 
possible means of making a sound loan. In most of these cases, the loan could 
not be approved because the collateral offered was insufficient to secure the loan 
sO as re or to assure repayment. 

More than one-fifth of the requests for funds were withdrawn by the applicant 
before final taal ration. In many eases this was due to the sympathetic and 
ntelligent advice given by RFC personnel, which enabled the applicant to order 
his affairs so as to eliminate the need for the loan, and often to make financial 

ents elsewhere 
REC is continuing to perform its essential function—that of supplying 
needs of the economy not otherwise available from private sources. 
performance of this function is described in detail in the following pages. 


INQUIRIES 


‘ 


\n important phase of RFC’s service to business is not reflected in its statistics 
on business loans Inquiries, more than one-fourth of which do not pertain to 
business loans, flow into the RFC agenc \ offices at a rate in excess of 10,000 per 
month Three vears ago, when RFC was handling priority sales of surplus 
property to vet rans and to small businesses. as well as some other phases of the 
rplus disposal program, the inquiry rate, including services on existing loans, 
vas double that of the present time Now that ar is disposal is no longer one of 
RFC's functions, and services on existing loans are no longer counted as inquiries, 
the proportion of inquiries relating to business loans, applications, and bank 


contacts, has risen to 73.1 pr reent., 


TABLE 1 Tnqu ce / t le gens , ont Jul / 19) through 


ancial, management, engineering, and accounting advice 


Business advices, from the above table, are small percentagewise, but they are 
one of the most important services rendered by RFC. Applicants, prospective 
applicants, and borrowers, are frequendly confronted with technical or manage 
ment or accounting problems that have a vital bearing on their ability to work 
out a loan or even to continue in business. As small businesses, they seldom 
have their own experts available, nor can they always stand the cost of a large 
consulting fee. REC, by using its engineers, accountants, and other personne] 


These materials were prepared for the Joint Committee on the Economic Report in April 1950. 
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trained in the solution of business problems 
to small business by determining the 


solutions, ar sources fron 


assistance car » drawn, if needed 


liminary assistance, the inquirer find 


that a smaller or shorter term loa: 


I 


secure such a loan from tl bank wt 


APPLI¢ 


approved 60.1 pere 
It declined less than 
were thdrawn by the applicants pr 
Of the 8,100 loans approved, | 
S100,000 or less These smaller 
percent of REC’s authorizations 
creased needs for funds, the perce: 
mately the same. 
The business loan applications approve 
wn that (1) ¢ edit was not othe 
2) that the loan was so secured as re 
To show how these two requisite 
sample of 300 business loans which 
None of the loans in the 


1 sample e) 


was slightly over $30,000 The 


porated and unincorporated en 


1 
section of kind of business 


WHY BA 


In connection with the first requisite, Is not oO avallabie on 
reasonable terms, table 3 emphasizes the credit gap that exists 

attempts to secure anything more than a short-term loatr One hundred eighty- 
one of the 445 banks which the borrowers approached said bluntly that the 
maturities of the requested loans were too long. Another 26 banks were already 


extending short-term credit to the applicant, but would not undertake long-term 
financing 


business 
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TasBLe 3.—Reasons why banks declined 300 small-business loans authorized by 
RFC, 1948-49 


Number | Percent 
of banks of total 


Maturity too long 18] 10. 7 
Declined in general terms (‘‘brush-off” 

Unacceptable collateral 

Bank was extending short-term credit but would not make 

Bank felt applicant’s financial condition did not warrant a k 

A pplicant’s business located outside of area serviced by bank 

Loan requested exceeds bank's legal limit to one borrower 

Bank ‘‘loaned up” or low on lendable funds 

Collateral considered insufficient 


Loan requested was a Special tvpe not made bv bank 
i I 
Pol 


icy not to lend to type of business in which 


Applicant’s enterprise newly formed; credit 
M4 ~ pee aon te ee 
Viiscell ous reason 


Potal 


Many banks gave more than one reason for declining the loans included in the 
sample. However, in compiling table 3, only the reason considered to be most 
important was taken. For example, if a bank turned down a loan because “the 
applicant is outside of this bank’s territory and we are not making long-term 
loans,’’ it was felt that credit would have been refused even if the applicant had 
been located in the bank’s service area, and the primary reason for decline was 
taken as the maturity of the requested loan. 

earlier studies of the reasons why banks declined loans made by RFC covered 
periods in which GI loan activity was much higher than in the 1948-49 period 
covered in this sample. Also, in the later period, proportionately fewer loans 
were requested by applicants seeking to establish new enterprises. Largely for 
these reasons, the pattern of banks’ declines, as presented here, differs from that 
of earlier studies. 

That banks are reluctant to extend long-term credit has génerally received 
much attention in the periodic résumés of economic conditions submitted by 
RFC agency managers, so it is not surprising that this reason was encountered 
most frequently in this studv. Many banks stated that they were limiting their 
loans to those with maturities of a0 days or less. Others said that thev avoided 
long-term loans because of criticism by bank examiners, while still others stated 
that taking care of the short-term needs of their customers required all of their 
loanable funds so there was no incentive for them to consider other types of loans. 

Further comments on the reasons for decline cited by banks follow. 

1. The reason most frequently given by banks for declining the loans was that 

would run over an extended period of time. The maturities requested 
on these loans ranged from 2 to 10 years, with a great many at or near 5 vears 
About half of the banks giving this reason mentioned the maturity date of the 
specific loan as being too far distant. The others gave their reason in genera 


terms, such as, ‘‘we are not making term loans at 





his time,’’ or, “‘we are not 
interested in long-term loans,’’ or, ‘‘we do not make capital loans.’’ 

2. Some of the banks phrased their reasons for declining the loans only in the 
most general terms. fF etfe¢ t, these reasons were polite “pr ish-offs.”’ Typical 
examples of this type are, ‘“‘we are unable to make the loan at this time,” or, “we 
are sorry that we cannot accommodate you,” or, ‘“‘we do not wish to make a loan 

h as you requested.” 





3. The cases where banks declined loans because of the type of collateral 
offered fell into two general groups. In the first of these, banks mentioned broad 
classes of collateral which, for policy reasons, were not being accepted as security 
for loans. Examples are, ‘‘we are not making real-estate loans’’ and “we are not 
interested in loans secured by fixed assets.”’ In the second group, certain specific 
types of collateral were mentioned as being unacceptable. These included fishing 
boats, heavy construction machinery, photographie apparatus, valet-shop equip- 
ment, trucks, doctors’ equipment, small telephone systems, and buildings on 
leased land. 

t. In a number of instances, the banks indicated that they were already extend- 
ing credit to the applicant—mostly on a short-term basis—and they were unable 
or unwilling to inerease the line. The actual reasons for this type of decline 
probably were either that additional loans to the applicant would exceed the legal 
limit to one borrower, or that the bank was not interested in long-term loans. 





229) I 
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5. The cases where banks declined because of the applicant’s financial condition 
were divided into two groups. In the first, the bank was already extending credit 
but felt that the applicant’s condition would not support an additional debt load. 
In the second type, the banks did not have outstanding loans to the applicant but 
simply stated that the statements presented to them did not indicate that the 


applicant was in such shape financially as to warrant granting 

6. Where a bank’s reason for decline was based on the location of the applicant’s 
business in relation to the bank, it was either because the faciliti or collateral] 
were located too far from town, or the applicant’s business was in another city. 
In the latter example, it was usual to find that the applicant had been refused by 
his local banks and had gone to neighboring cities see] 


vl) cred 


KIN 

7. In most cases where the requested loan was declined becau t would exceed 
a bank’s legal limit to one borrower, it was also indicated that the bank was not 
interested in participating with RFC in making the loa 

8. Some banks gave as reasons for declining the fact that the 
any new loans until their outstanding loans had been reduced to 
their deposits. 

9, Banks gave “insufficient collateral’ as reason for decline j l 
there were with respect to 8 loans authorized by RFC for $171,000 
supporting these loans was appraised at %: 142 and giver 
$181,215. In addition, three of the loans carr 
Administration in the amount of $8,250. 

10. The following examples are typical of 
loans because they were of a special type not 


“We do not make loans to refinance equi nt,’ ‘‘we 
loans,” ‘this bank does not make GI loan ‘the purchase of 

11. Bank declines because of the type of business in whicl 
engaged were usually expressed as a general policy. [Examples 
making industrial loans,” or, ‘‘we have had unsatisfactory expe 
to members of this industry and are not making any more,”’ 
loans to this industry.” 

12. Some banks indicated that they were limiting 
well-established reeord; persons seeking credit in cor 
ment of a new enterprise were ¢ ither turned down or referred to | 

The miscellaneous reasons why banks d 
examples: 

a 7 Applicant too old”’ he was 69 

b) “Applicant is not a customer of 

( ‘Unsatisfactory experience wit! 
“We don’t want this applicant’ 


Lack of confidence in applicant’s future 
“Don’t trust applicant’s business j 
An official of the applicant is also ar 


COLI 

The second requisite p. 3) of ar 
reasonably to assure repayment 
was studied, with the results summarized it 

As used in the table, “appraised value’? means 
collateral. ‘“‘Loan value” of the collateral is the 
amount which the collateral would bring under forced 
the maximum amount which could be loaned 
into account other eredit considerations, ' 
in table 4, means the loan or liquidating 
secured guaranties. 

The collateral supporting the loans consist 
fixed assets. Comparatively minor amount 
found in a few instances. In addition to the prima 
were further secured by guaranties of one sort or anot! 
loans, the guaranties of the Veterans’ Administratior ‘ 
percent of the amount authorized. Proprietors of unincorporated businesses ac 
their unconditional guaranties, in effect, when thes cing t 
loans. In many eases, too, the officers and principal stockholders of corporations 
were required to add their personal 1 
there were secured by specific items of value, and as such, they amounted to addi- 
tional collateral for the loans. 


guaranties to e : in some instances 


S507T2—51 
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Summary f > ‘ urity for 300 small-business loans authorized by 


RFC in 1948-49 


roprl torships 


14] 
32. 6O8 


1 SO4, O80 
700. 7 


134 


584, G50 
§ 899. 783 


smount authorized 


Veterans’ Administration 
ven, in effect, by the owners of unincory 


for business purposes 


is impossible, in many cases, to tailor the amount of collatera! to exact 
ntities. For example, a borrower may offer as collateral a piece of real estate 
a market value of $50,000; however, he wishes to borrow only $20,000. In 
instances, it is common to find that the collateral offered would support a 
much larger than that actually requested. 
many other cases, the collateral offered is insufficient to support the amount 
requested loan. This, however, does not automatically close the door to 
In such eases every effort is made to determine whether a smaller loan 
ide the necessary funds. Often this is accomplished by pointing out 
capital and eredit which could be utilized for supplementary money, 
RFC suggests that large creditors stand by for part of the amounts 


hen the ereditors are connected in some wav with the 


particularly w 


] 
| 
applicant That these are not isolated cases is shown by the fact that 90 of the 
} 


300 loans analyzed in table 4 were approved for less than the amounts requested. 


All of the foregoing has been concerned only with the value of collateral support- 


g the loans, and does not take into aceount the abilitv of the business to repay 
the loan out of earnings Even without this factor, the data indicate that the 
f sufficient worth to assure repayment even under adverse cireum- 
stances 
Still, all of se borrowers were unable to secure financing from banks and 
SOUTCeS 
WITHDRAWN APPLICATIONS 


\s shown in table 2, about one out of every five loan applications is withdrawn 
consideration before final action to approve or decline is taken Table 5 
the results of an analysis of 2,221 loan applications withdrawn during 1949. 


i\ 


TasBie 5.—Reasons for withdrawal of RFC business-loan applications, 
Number 


on expected later or is being file« R31 
rangements made elsewhere 
pplicant’s pl 


juest no reason given 


ins 


1 improved, funds not needed 
tive or unable to furnish information 


nei 
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Numerically, the most important reason given for withdrawal hat a 
plication is expected to be filed later, or is being filed. In some 
in order to transfer the application from one loan agency to ano *, or from one 
classification to another. However, in many cases, it represents a recognition on 
the part of the applicant that his plans are not sufficiently develo] 
more time is needed to perfect his proposals or to determine the trend of 
operations. Frequently it happens that the applicant does not file 
the analysis of his problems furnished by RFC, he may reali 
need assistance of the kind or extent for which he applied 

“Financial arrangements made elsewhere’ account for 
of cases. Withdrawal for this reason usually occurs when 
how to develop his maximum credit potentials an¢ 
of credit or capital which frequently en: 
secure funds from his local bank 

‘Changes in applicant’s plans” 
may come about from personal rea 
en 


hew ap- 


this is done 


Zt 


ase, ete 
Ten percent of the applicants with 
many of these made financial arrangeme 
Lack of eligibility caused withdrawal in 
the formal application stage is not reached 
information does not reveal the lack of eligib 
study of the application and consultati 
determined 
One hundred applicants found 
filing the application, to such an exter 
again, the otherwise intangible effect 
some of these cases, the improvemen 
advice on the ordering of the applicant 
In the case of uncooperative applic: 
to consider the application withdrawn if 
furnish required information within a reasons 
‘Unable to arrange financing’ 
outside funds are necessary 
applicant on a sound footir 


u 


Table 6 gives the primary reas 
during 1049 It should be pointed out 
for only one reason Usually two or 


the table shows only the primary reas 


TABLE 6.—Reasons for dec 


Insufficient colla 

Earning ability not 

Excessive debt retirem 

Unacceptable collateral 

Insufficient working capital 
Management factors 

Insufficient equity capital (including 
Need for RFC funds not demonstrate 
Promotional venture 

Not eligibk 

Purchase price of property in excess 
Lack of applicant cooperation 

Other 


Total 


No application is declined without the most thorough revie th in the 


field and in Washington. While the agency offices are authorized to approve 
direct loans of as much as $100,000, and participations to as high as $350,000 
they are not authorized to decline any application, no matter how small. Wher 
an agencv recommends that an application be declined, it forwards all the per- 


tinent data to Washington. The Small Business Division, which acts as a sort 
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of special advocate in applications for $100,000 or less, makes a careful study 
of each case in an attempt to find some basis upon which a sound loan can be 
made. Applications for more than $100,000 are given the same comprehensive 
scrutiny by the examining staff of the Corporation. Only when these examina- 
tions fail to demonstrate any possibility of a sound loan, is the agency instructed 
to inform the applicant of the declination. 

To illustrate the reasons shown in the above table, a number of declined 
applications were analyzed, with the results given below. 

Insufficient collateral.—Table 6 shows that more than half of the declinations 
are primarily because of insufficient collateral. To determine how the applica- 
tions declined for that reason compared with those applications which were 
approved, an analysis was made of 56 declined applications, with the results 
shown in table 7. 


TaBLe 7.—Comparison of security offered on approved and declined applications 


Approved 


ipplications De ined 
from table 4) SPPACations 
f collateral as percent of amount authorized or declined 128.8 67.1 
collateral plus secured guaranties as percent of amount author- 
lined 4 67.6 
lateral as percent of appraised value 52.8 410.7 
lue of collateral as percent of amount authorized or declined 244.0 164.7 





\s stated earlier, the ‘“‘loan or liquidating value” of collateral is the examiner's 
estimate of the amount which the collateral would bring under forced liquidation, 
and represents the maximum amount which could be loaned against the collateral 
without taking into account other credit considerations. In the sample of 
declined applications studied, the loan value of the collateral offered amounted 
to only 67.1 percent of the loans requested, while in the case of approved applica- 
tions it Was found that the collateral was sufficient to support a greater amount of 
loans than actually approved. Even when the secured guaranties offered were 
taken into account, the collateral offered to support declined applications was 
far short of being adequate 

Using another measure, it appears that the appraised value of collateral offered 
Was nearly two and one-half times the amount of approved applications while 
for declined applications it was only about one and two-third as great. In this 
ection, it will be noted that the percentage of loan value to appraised value 


} 


on declined applications was lower than the comparable percentage for approved 





applications Phis is primarily because the collateral offered on declined applica- 
tions Was, in many cases, of a nature which made it impossible to assign to it a 
liquidating value amounting to more than 10 or 20 percent of its appraised value. 
Take as an example a soft-drink bottler who offered as the major part of his 
collateral the bottles and cases he used in his business. The cost or replacement 
value of this collateral, as reflected in the appraisal, was far greater than the loan 
value which could be given to it; if forced liquidation ever became necessary, it 
would be extremely difficult to find a buyer who would purchase supplies already 
marked with the brand of another concern. 

The liquidating value of the collateral may also be low in relation to the ap- 
praised value in cases where the appraisal figure includes large installation costs 


When the costs of installing machinery or equipment are heavy, the costs of 
dismantling it for sale are also likely to be heavy, with the result that the liqui- 


dating value drops. In addition, collateral items such as trucks, earth-moving 
equipment, ete., are subject to rapid depreciation. In plain words, they wear 
out fast It obviously impossible to assign a liquidating value equal to ap- 


praised value, to equipment which will be worn out a year or more before the 


In the 56 declinations cited in table 7, the loan value of the collateral was 
icient to support the amount applied for. Yet in only six cases was 
this (insufficient collateral) the onlv reason cited for decline And in these six 
applications, the liquidating value of the collateral offered was less than 60 percent 
of the funds requested. 

In the remaining 50 cases, a total of 88 secondary reasons were cited to support 
the recommendation to decline These are recapitulated below. 
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easons for der 


pri mari 


Karning ability not demonstrated or 

Excessive debt retirement 

Management factors 

Insufficient equity investmeat incl idit 
ratio 

Insufficient working capital (after 

Need for RFC funds not demonstt 

| nacceptable collateral 

Lack of applicant cooperation 

Promotional venture 


Purchase price excet ds appraise 


Total 


prima easo? In the f 
declines "Wnarily 
demons 
reason 
be al 
prove he | 
simply means that the 
business which would 
Typical examples of decli 
1. A small drop forging 
of which $23,000 was to | 
Profit and loss record 


shown as follows 


1044 
LO45 
19046 
1947 


1048 


addition, 
loan applic: at 82,600 for 
‘asl , ana 
purpose 


on the 


be repaid from perations, even tl AXil m matuyr f 10 


major steady ¢ 
t up his own forging plant, and that 


=e 
The examiner’s ¢ ‘lusions were as follo 


Favorable facto 1) Good plant and eq 
a loan fairly close to the amount applied fo 

Unfavorable factors 1 Insufficient eart 
ume of business not oOuraging: (3 
1) financial condition borders on insolven 

The examiner recommended that the app 
reasons (1), (2), and (3 His recommendat 
Review Committee an he Agenevy Mana 
papers were ther to Washington, wl 
Business Division and the Chief of Busi: 


declination 


) i! 


other case, a retail druggist 


e the eonstruction of a com} 
ru a nh 


had conducted the business si 
report \pplicant submits m 
to give examiner any evi 

of the req 
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assuming that earnings will be substantially higher in the future than they have 
been in the past, except as they may be augmented by earnings from the luncheon 
business if the latter is started and proves profitable. This is rather uncertain 
as applicant has no experience in this field and the location does not appear 
particularly favorable. Examiner can only use the data submitted as a guide 
to earning possibilities and if the data are reliable, then there is no evidence 
that the requested loan could be repaid out of earnings.”’ 

(Accordingly, the examiner recommended declination, and this was concurred 
in by the Agency Review Committee, the Agency Manager, the Small Business 
Division, and the Chief of the Business Loans Branch. 

3. A limestone quarry in the midwest applied for $15,000 to be used for working 
capital and debt payment. Maturity requested was 38 months. The firm lost 
$20,000 on sales of $32,000 in its first operating vear According to the manage- 
ment, the unsatisfactory results were due to the fact that no appropriations were 
made to the Department of Agriculture for compliance payments to farmers 
under the AAA soil conservation program. As a consequence the only sales to 
farmers were cash sales to those who were buying regardless of the conservation 
program. A small amount of material was sold to nearby concrete block man- 
ulacturers 

Sales for road material were not possible as the product contained too much 
dolomite 

The applicant furnished a projection of sales and earnings for the following 12 
months which indieated a profit of $2,800 on sales of $44,000, after all expenses. 
When it was shown that this would be insufficient to service the loan at $4,800 

ar, applicant replied that noneash expenses such as depreciation, depletion, 
terest on loans from officers could be held in cash and used to make the 
The RFC examiner pointed out that while the eash position might 
cated, the fact remained that net earnings would not be enough to 

for repayment 
er summarized as follows: 
| appears icient te ‘cure proposed loa 


ring experience ane st ould be able to operate 


rive satistactory assurance 
his Corporation’s expe ‘nce with 
a great degree 
that thev are: 
ithdrawn. 
fully a continuous oper 
to decline was concurred i 
nt About 8 percent of the loan applic: 
ecause too great a 
eXisting i ce tedness of the Cf { 1a small 
cd for this reas vr ‘ that nearly 99 
amount ight was to be “cl debt 1 ‘nt of one kind or 
proposed uses of proceeds on these applications are summarized 


481, 258 
210, 893 
130, 000 
100, 000 
24, 920 


O47 
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A few illustrations will give further details on these, and show the intricate 
relationships which are frequently uncovered when examining the applications. 

1. Application for a loan of $15,000 was received from the proprietor of a country 
store located in a Pacific Northwest town with a population of about 100. The 
applicant owed $6,500 on a real estate mortgage held by an individual-——Mr. X 
Mr. X, in turn, owed a bank $4,500 and was being called 
Mr. X was pressing the applicant to pay his mortgage } 

X owed the $4,500 was willing to participate in the 
percent-—the amount which Mr. X owed 

The balance of the $15,000 requested by the applicant 
as follows: 


To pay chattel mortgage 
For accounts payable 
For construction and repairs 


Che collateral offered was considered to be adequat: 
were disclosed pertaining to the operation of the busines 
Manager and the Agency Review Committee recommen 
‘“* * * the loan is primarily for refinancing a real 
Mr. X), who upon receiving payment will use the proceeds 
by (a bank). The bank appears to be improving its p 
the subject loan.” 
2. A meat packer in a Southwester: 
applied as follows: 


To repay mortgage in favor of bank S67, 500 
To repay indebtedness inh favor of Dal k } $ 5OO 
For accounts payable 50, 000 
For balance due on prior vear income tas 20, OOO 
For accrued taxes and expenses Ss OOO 


ro repay an advance by an affiliate 5. 000 


Total 165. 0OO 


Matior disclosed that 
and were not press 


would not participate in any 

} } 
also ascertained that the app! 
art, with no creditors pressing 
} | 


had already been reduced one 


+ {} 


late 


to pay the appical | 
In recommending that the applicatio 


that favorable consideration should b 


loan would be used » DAV 


ndue pressure from creditors 

he applicant had a record of mar 
there was some evidence that withdrawals hs 
operating statements submitted contained mn 
distress In view of the foregoing, it is 
the loan. One is suggested, however, by 
principal stockholder of the applicant was r 
of gambling houses in the vicinity, and h: 
than $57,000 from the applicant. 

3. Applicant is a wholesale dealer in heating, 
equipment in a large Midwestern cits The req 
this, $13,667 was intended to be used to pay pas 
was for refinancing of an outstanding BPA loar 
outstanding loan would not consider participating 

Disbursements on the outstanding BPA loan ha 
balance outstanding at the time of the second apy 
collateral offered to secure the requested loat 
pledged against the outstanding loan Therefore 
accepted on the second application, 
brance The examiner's comments 
“100 percent of loan to be applied 
making long-term obligation out of past-dur 
was 10 vears 
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Unacceptable collateral.—This reason for declining accounted for only five per- 


the declinations by RFC. In the case of banks (see table 3) over 10 per 
the applications were declined for this reason Examples follow. 

\ manufacturer of school equipment was denied a loan because the 
ts receivable’ 


ot 


ac- 
which he offered as collateral consisted primarily of orders or 
contracts, mainly for work to be done and materials to be delivered in the future 
The remaining collateral was deemed inadequate to support the $25,000 loar 
requested In addition it was found that the applicant’s net worth ($11,300 
was decidedly disproportionate to its indebtedness ($37,500 
2. A loan of $50,700 was requested by the owner of a trailer park located 
within the limits of a large city Collateral offered included the land and improve- 
nents thereon However, it was found that the city had instituted condemna- 
on proceedings against the land, with the object of acquiring it for park purposes 
Che financial needs of the applicant could have been met by selling part of t] 
I hich bordered on a main street, but building permits could not be 
and therefore no purchasers could be found Also, it appeared thi 


ld issue no furthe 


r permits for the use of the land as a trailer park 
was recommended beeause of the 


fact that legal action was being 
regard to the property offered as security 

) ng tal, A GI applicant requested a loan of $6,000 1 
the purchase of a service station and cafe which he had been operating for 


ral months caminer placed a liquidating, or loan value, of $3,165 on 
propert. This, her with the VA guaranty of $3,000, brought the total! 
itv offered t 5, However, the veteran had already borrowed $3,000 
fual in order to purchase inventory His working capital position 

he RFC loan would have been a minus $625. Other unfavorable fac 
‘da very poor credit record in the locality, the unattractive outside appear- 


tors 


service station and cafe, an apparent overstatement of 
inventory and other assets, and his lack of experience 
vpe of business 
VJ a CFASONS oO (le nation There } Aa\ 
heading those reasons which individually aeccour 
in table 6 \ few examples will 
volved in each class 
igement facto \ veteran applied for a GI loan of $5,000 
\pplication declined because applicant has had no experience 
nor did he } » anv experience in managing any type of busi: 
ness judgmet f the applicant was questioned 
S35,000 for real est: appraised at onlv $4,000, 
space was available for ne 
hich applicant propose 


nm able to operate 


Applicant had purchased a neighborho 
included real estate, fixtures, inventories, and accow 
as financed with a 86,800 bank loan plus about 83,100 of 
arrangements A loan of S8.500 was requested Last 
ant showed a total debt of $11,516 and a net worth of 
The busine normally carries about $3,000 in inventory and $3,000 ir 
accounts receivable The equity invested in this enterprise was considreed to be 
iall for the volume of business done, and granting the loan would solve 
fF the applicant’s problems 

for RFC funds not demonstrated. An applicant requested a loan of $15,000 
a term of 6 vears The proceeds of the loan were intended to be used as 
llows: $6,000 to finish paying for a furniture manufacturing shop, $5,000 for 
tte pavable. and $4,000 for working capital Applicant’s balance sheet shows 
a net worth of $118,765 and net working capital of $54,165. Current assets 
included $15,831 in cash, $23,502 in notes receivable, and $32,978 in inventor 
The examiner stated: “In view of applicant’s excellent financial condition, it } 
felt he could use short-term financing available to him at local banks to take 

‘are of his requirements: decline is therefore recommended.” 


a 
} 


Promotional venture \pplication was filed by persons representing a corpora- 
to be formed for the purpose of operating a floating hotel at Charlotte Amalie, 
The venture would be started by purchasing a floating hotel located at 

east coast port in the United States. The hotel ship was formerly a United 
States monitor, the keel of which was laid in the early 1870's. It was converted 


to a floating hotel in 1926 While the hull was basically sound, the hotel was 


rundown and 


uninviting because of lax maintenance in recent vears 
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‘The operators proposed to acquire th 
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Unacceptable collateral——This reason for declining accounted for only five per- 
cent of the declinations by RFC. In the case of banks (see table 3) over 10 per 
cent of the applications were declined for this reason. Examples follow. 

1. A manufacturer of school equipment was denied a loan because the “ac- 
counts receivable’? which he offered as collateral consisted primarily of orders or 
contracts, mainly for work to be done and materials to be delivered in the future. 
The remaining collateral was deemed inadequate to support the $25,000 loan 
requested. In addition it was found that the applicant’s net worth ($11,300 
was decidedly disproportionate to its indebtedness ($37,500). 

2. A loan of $50,700 was requested by the owner of a trailer park located 
within the limits of a large city. Collateral offered included the land and improve- 
nents thereon. However, it was found that the citv had instituted condemna- 
ion proceedings against the land, with the object of acquiring it for park purposes 
The financial needs of the applicant could have been met by selling part of the 
and which bordered on a main street, but building permits could not be secured 
for the lots, and therefore no purchasers could be found Also, it appeared that 
the city would issue no further permits for the use of the land as a trailer park 
Declination was recommended because of the fact that legal action was being 
taken with regard to the property offered as security. 

Insufficient working capital. A GI applicant requested a loan of $6,000 to 
cover the purchase of a service station and eafe which he had been operating for 

veral months. The examiner placed a liquidating, or loan value, of $3,165 on 
the property This, together with the VA guaranty of $3,000, brought the total! 

irity offered to $6,165, However, the veteran had already borrowed $3,000 

an individual in order to purchase inventory. His working capital position 

the RFC loan would have been a minus $625. Other unfavorable factors 

included a very poor credit record in the locality, the unattractive outside appear- 

ance of the service station and cafe, an apparent overstatement of the value of 

his gas station inventory and other assets, and his lack of experience in the man- 
agement of this or any tvpe of business. 


Viscellaneous reasons for declination.—There have been grouped under this 
ading those reasons which individually accounted for less than 4 percent of the 
las shown in table 6. A few examples will illustrate in detail the considera- 
tions involved in each class 
rnagement factors. \ veteran applied for a GI loan of $5,000 to purchase a 
\pplication declined because applicant has had no experience in running 


tots 
ota 


nor did he have anv experience in managing any type of business. The 

s judgment of the applicant was questioned because (a) he intended to 
$5,000 for real estate appraised at only $4,000, (5) he proposed to operate as 
vet parking space was available for no more than four cars, during 

ar, the business which applicant proposed to buv had had three different 


ione of whom had been able to operate on a reasonably profitable 


rag capital, \pplicant had purchased a neighborhood grocer 
1,300, which included real estate, fixtures, inventories, and accounts 
receivable. Purchase was financed with a $6,800 bank loan plus about $3,100 of 
| loans and side arrangements \ loan of $8,500 was requested. Last 

et of applicant showed a total debt of $11,516 and a net worth of 

The business normally earries about $3,000 in inventory and $3,000 in 


accounts receivable The equity invested in this enterprise was considreed to be 


for the volume of business done, and granting the loan would solve 
he applicant’s problems. 

d for RFC funds not demonstrated. \n applicant requested a loan of $15,000 
for a term of 6 vears. The proceeds of the loan were intended to be used as 
follows: $6,000 to finish paying for a furniture manufacturing shop, $5,000 for a 
note payable, and $4,000 for working capital. Applicant’s balance sheet showed 
a net worth of $118,765 and net working capital of $54,165. Current assets 
included $15,831 in cash, $23,502 in notes receivable, and $32,978 in inventors 
The examiner stated: “‘In view of applicant’s excellent financial condition, it is 
felt he could use short-term financing available to him at local banks to take 
care of his requirements: decline is therefore reeommended.”’ 

Promotional venture \pplieation was filed by persons representing a corpora- 
tion to be formed for the purpose of operating a floating hotel at Charlotte Amalie, 
V. I. The venture would be started by purchasing a floating hotel located at 
an east coast port in the United States. The hotel ship was formerly a United 
States monitor, the keel of which was laid in the early 1870’s. It was converted 
to a floating hotel in 1926. While the hull was basically sound, the hotel was 
rundown and uninviting because of lax maintenance in recent vears. 
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‘The operators proposed to acquire the vessel for $35,000, reconditioning it w 
estimated to cost $83,000, towing to the Virgin Islands would cost $10,000, ar 
installations at Charlotte Amalie were estimated to cost $7,000. t was proposed 
that RFC lend the $100,000 required for the last three items named The pur- 
chase price and working capital were to be provided by the issuance of 1,000 
shares of $1 par value common stock and $60,000 in debentures to | { 
shareholders. Thus, the applicant’s investment would be $61,000 compare¢ 
the $100,000 to be furnished by RFC. In his comments on reasons for 
mending decline, the examiner stressed the disproportionate equity inve 
and further stated: ‘‘Suecess of the venture would depend on acceptances 
type of accommodation by the tourist trade, which is doubtful anc 
pre ject Is spec lative.” 

Borrower not eligible—Because of a long-standing 
make or participate in loans to newspapers, magazine 
enterprises which disseminate information to the genera 
established to avoid subjecting the RFC to the charg: 
for political purposes. 

Aliso as a matter of policy, the 
personal investment for income rather 
prise for profit An illustration of this 
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the property to the same Ol company 
a machine shop anda 
purpose of retrii 
ld lease the service 
Was regarded as a matter of person: 
considered to be ineligible under 
Nonprofit organizations are also 
of counsel, under the wording of sect 
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the application, the examiner contac 
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the application filed with RF¢ 
application were out of date and had 
applicant refused to make available 
financial condition and operations. 
were found to exist between the app 
lentical ownership, and a partnership ¢ 
ident and her father Upon in 
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few relatively large loans that have been made 
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almost 90 percent of the total number of loans authorized in the past 2 years 
have been for $100,000 or less, including banks’ share of participating loans. 

Nobody yet has designed an all-around satisfactory definition for small business 
and made it stick. But logic and common sense tell us that large concerns 
would not be apt to borrow in amounts of $100,000 or less, and particularly not 
from RFC, whose first requirement is proof that the desired funds are not available 
elsewhere. Indeed, many a loan of $500,000 or $1,000,000 or even a much larger 
sum, can be thought of as a small business loan, when the borrower’s position in 
his industry is far from being a dominant one. 

This point is brought out in a study of the 102 business loans of over $1 million 
which RFC authorized during 1948 and 1949. Only nine of these firms were 
listed on the New York Stock Exchange, and a bare one-third of them were to 
be found in Standard & Poor’s or Moody’s Industrials. Not one of them could 
be considered as enjoying a dominant position in its industry. 

In addition, many of these 102 larger loans were made in participation with 
banks, indicating that local bankers were desirous of furnishing credit to the 
borrowers, but could not do so because of their own size limitations. Not able 
to arrange satisfactorV correspondent credit, they came to RFC far assistance. 
In numerous other instances, RFC made a direct loan without bank participation 
but only because the bank desired—and promised—to furnish shorter-term 
working capital or inventory credits to the borrower 


TABLE 9.—RFC business loan authorizations 1948 and 1949, by size 


Num- Per- Gross Per 


tFC share 
ber cent :mour cent RI = 


$5.000 and under 1, 306 i $3, 827, 439 
$5,001 to $10,000 5 . 939 
$10,001 to $25,000 23. , , 186 


Total, $25,000 and under % 13, 564 


$25,001 to $50,000 _ Ae - 6 992 


yr 


$50,001 to $100,000 : l 3 210 


Total, $100,000 and under 7, 19% 7S, 831 


$100,001 to $200,000 5 Hs 
O01 200), d ‘ 


$200,001 to $500,000 , 739 


tal $500,000 d under 7 7.5 3 O8s 
1 to $1,000,000 aX l O16 
1,000,000 102 3 , 453, 702 | 
&, 100 a1, 371, 756 
KINDS OF BUSINESS AIDED 
These 8,100 business loans that RFC authorized in 1948 and 1949 were to almost 
every form of legitimate business enterprise. Table 10 illustrates the diversity 


of products and services in which RFC credit was employed to raise the productive 
and distributive levels of the country. 
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TABLE 10.—RFC business loan authoritzations 1948 and 


‘ 


NONMANUFACTURING INDUSTRIES 


Poultry farms, greenhouse , crop speci ilties, 
forestry, fisheries, ete 

Minit 

Construction 

W holesale and retail trade 

Finance, insurance, and real estate 

Transportation, communication, and other 
public utilities 

Services: Personal, business, recreational, 
public, semipublic, professional, and 
Other 


Subtotal 
MANUFACTURING INDUSTRIES 


Food and kindred products 

Textile mill products 

Apparel and other products made from 
fabrics 

Lumber and timber basic products 

Furniture and finished lumber products 

Paper and allied products 

Printing, publishing, and allied industries 

Chemicals and allied products 

Products of petroleum, coal, and natural gas 

Rubber products 

Leather and leather products 

Stone, clay, and glass products 

Iron and steel and their products 

Transportation equipment (except auto- 
mobiles 

Nonferrous metals and their products 

Electrical machine ry 

Machinery (except electrical 

Automobiles and automobik 

Miscellaneous manufacturing i 


Subtotal 


Total 


It is noteworthy that the largest number of 
group were to wholesalers and retailers (chiefly 
establishments. In manufacturing, food process 
bv lumber (mostly sawmills), and machinery (typified 
machine shop or tool and die works). These leaders 
have one thing in common—they are traditionally sm: 


nr 


manufacturing 
lowed by service 
the list, followed 


iall manufacturing 


n number of RFC loans all 


ill bus 
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GEOGRAPHIC DISTRIBUTION 


The following table illustrates the wide geographic distribution of RFC loans 
In some instances, the borrowers’ activities were scattered 
hout two or more States, in which event the loan was allocated to the State 
of legal address. In the majority of cases, however, the funds were disbursed in 
the States as shown. 


to business enteyprises. 
throug 


TABLE 11.—RFC business loan authorizations, 1948 and 


PARTICIPATIONS 


ks played an important role in RFC credit authorizations 


Oo the extent that t! \ 


n 1948 and 1949, 
1a ev had in 1946 and 1947 Partie 


pations, cmetiv of 
participation agreement type, accounted for 70 percent of the 


1, 1946, through October 31, 1947. When recom 
iportance, the BPA program was discontinued, 
ice 


; tOalis 
ersion problems 
1 


and its cessation 


lower percentage of participation loans shown in the next table. 
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Senator Futsricur. The committee will re intil further notice 


Whereupon, at 1 p. m., the committee rec il further 
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TUESDAY, MAY 22, 1951 


UNITED STATES SENATE, 
COMMITTEE ON BANKING AND CURRENCY, 
Washington, 23--C. 

The committee met, pursuant to recess, at 10 a. m.. In room 312. 
Senate Office Building, Senator J. William Fulbright (acting chairman 
presiding. — 

Present: Senators Fulbright and Dirksen. 

Senator FuLsricutr. The committee will come to order. 

This is a meeting of the full Committee on Banking and Currency 
to take testimony with regard to S. 514, 8. 515, S. 1116, 
and Senate Joint Resolution 44. 

The first witness is Mr. Wendell Berge 

Mr. Berge, will vou come forw: urd, please 

Will vou please identify yourself for the record. 


and >. 15 29, 


STATEMENT BY WENDELL BERGE, CHAIRMAN, SMALL MANU- 
FACTURERS EMERGENCY COMMITTEE 


Mr. Berce. Mr. Chairman, my name is Wendell Berge. I am a 
lawver here in the city with offices in the Ring Building. I was for- 
merly Assistant Attorney General of the United States, resigning in 
1947. 

1 am appearing this morning on behalf of the Small Manufac- 
turers Emergency Committee. This is a group of manufacturers 
who organized a committee on March 23, 1951, the original objective 
of which was to mobilize business support for the preservation of 
Reconstruction Finance Corporation. Initially there were 21 mem- 
bers of the committee, each of them being representatives of companies 
engaged in manufacture in different parts of the country. Since the 
original group was formed its numbers have been substantially aug- 
mented. I cannot give a precise figure on present membership since 
we have not had full reports from several of the regions where organiz- 
ing activity is taking place. But I can safely say that there are now 
several hundred members of the committee. There is to be a meeting 
on Thursday of this week, incidentally, which we expect will be we t 
attended, and at which the group will probably incorporate, elect 
permanent officers, and broaden its objectives to include the advance- 
ment before Congress and Government departments and agencies of 
the points of view of the small manufacturer and businessman on 
various questions in the mobilization program which affect the inter- 
ests of this group. 
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But I am here now to advise vou that my committee believes that 
the abolition of Reconstruction Finance Corporation or the substantial 
impairment of its powers would be catastrophic in its effect on small 
business. Small business needs Reconstruction Finance Corporation 
and will go down the line fighting for it. 

There are some people who seem to think that the effort to abolish 
the Reconstruction Finance Corporation is now over with the adoption 
of the reorganization plan and the appointment of Mr. Symington as 
the new Administrator. I wish we could have the complete confidence 
that this is true. But how can we have such confidence when there 
are three bills or resolutions pending before this committee which 
would abolish the Reconstruction Finance Corporation, and witnesses 
of substance such as Mr. Herbert Hoover and Mr. Marriner Eccles, 
and others, have appeared to advocate abolishing Reconstruction 


Finance Corporation? How can we make easy assumptions that 
Reconstruction Finance Corporation will aes through with its fune 
tions unimpaired when we have reason to believe that big » business 


and banking interests are making a ce. to terminate thé agency or 
impair its usefulness? Witness the repeated attacks on Reconstruc- 
tion Finance Corporation by the Wall Street Journal, the New York 
Journal of Commerce, the New York Times, the Hearst papers, and 
others. In view of these and other facts, we must conclude that the 
drive to abolish Reconstruction Finance Corporation continues and 
that those business interests that want Reconstruction Finance 
Corporation to continue have a duty to speak up in its behalf. 

Senator Futsricur. Mr. Berge, vou will admit that the reorganiza- 
tion plan and the appointment of Mr. Symington has had some 
beneficial effect with regard to continuation of RFC. 

Mr. Berce. Definitely, I think so. It was a step, Mr. Chairman, 
[ agree in the right direction. Although we were hardly organized in 
time to exert any effective voice at that time our group did support the 
reorganization plan. We felt it was a good move. 

Senator Futsricur. Did you notice the press report today? Did 
vou read this morning's paper? 

’ Mr. Berce. I am sorry, sir, I did not. 

Senator Futpricur. | just wanted to make a point that it has 
contributed to its survival, I think. 

Mr. Berce. Certainly. And later in the statement I refer a little 
more spec ‘ifieally to that reorganization, but at the same time I would 
not suppose that this committee would be spending its time holding 
hearings on bills to abolish the RFC unless that movement still had 
some vitality. 

Senator Futnricnutr. This hearing, as far as I can see, is as much on 
the bill which does not contemplate its abolition as the others. We 
are just using the two together for the purpose of saving time. 

Mr. Bercr. While I do not have it in my prepared statement, I 
shall be glad now or later to express myself on any phases of that. 
lL assume you refer to S. 515? 

Senator Futsricur. That is right. 

Mr. BerGce. And I will just say generally now that I have read 
and I cannot see any basic objection to it. In facet, I think there 
are very many fine points in it. I suppose that since it was drafted 
before the reorganization plan went into effeet that if the committee 
were to recommend it and if it were to be passed there might be some 
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changes that might have to be made, such a or example, [ reé 
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small and independent enterprises will not receive proper attention 
in the days ahead. : 

Rightly or wrongly, these businessmen believe that the current 
drive to abolish the Reconstruction Finance Corporation is inspired 
by long-time opponents of the Reconstruction Finance Corporation 
who, for selfish reasons, want to see this agency eliminated. They 
believe that there is at least an informal alliance between the big 
private banks and investment houses and large monopoly enterprises 
who are the customers of these banks and investment houses, to 
monopolize the credit of the United States and channel it into big-busi- 
ness operations at the expense of small business. 

Senator Futsricur. Mr. Berge, could you give this committee your 
view as to what is small business? 

Mr. Berce. I was going to come to that. I raised that question 
specifically and tried to answer it. 

Senator Futsricnr. Well, that is all right, we will wait until we 
vet to it 

Mr. Berce. Then if vou want to ask questions, of course, that is 
agreeable 

That the big banks, investment houses, and insurance companies 
are working together to monopolize credit is not just a neurotic dream. 
it sufficiently impressed the Department of Justice that several vears 
ago a large antitrust suit was brought against more than a dozen of the 
largest investment banks in the country, making charges of collusive 
action to eliminate competition in financing. And, of course, it is a 
well-known fact that the representatives of industrial corporations 
sit on the boards of the banks where they borrow money, and that 
representatives of the lending banks sit on the boards of the industrial 
corporations who are their customers. 

Senator Dirksen. Mav I interrupt? Is there any documentation 
for the observation that it is more than a neurotic dream, that there 
is a concerted effort to put the RFC out of business? 

Mr. Berce. Well, Senator, the Department of Justice has made 
charges which are in litigation now in New York concerning an 
alleged conspiracy between private investment banks and | think 
insurance companies which I do not believe are named as actual 
defendants, but I believe they are named in the complaint to elimi- 
nate competition in financing and in effeet divide customers and 
allocate the business among them. Now, that case does not in and 
of itself involve the RFC, but if vou talk to the bankers who are 
affiliated with that group [ think you will generally find that they 
regard REC as an unnecessary appendage to our present economy 
and our banking svstem, and on the other hand | think that you 
will find in conversation or correspondente, as we have had it in the 
last month or two with many small and independent banks in county 
seat towns, that thev do not feel that way about it. Then there is 
the fact, too, that the organs or the mouthpieces of the large invest- 
ment banks I think almost without exception are crying for the 
abolition of RFC, seizing upon certain revelations that have been 
made properly and | am going to discuss that later—as a reason 
for its abolition. 

| do not vO SO far as to charge a conspiracy, but I refer the case 
to the Department of Justice. But so far as the attitude—I will 
put it—if the, attitude of these people individually, we do not have 
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to say it is a conspiracy but I think tha 
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to in any inflammatory mood 

| refer in here, Senator-—Nr 
view of what vou have said, I am willing 
rather than a proved fact, but I think it is 
that there is not the incentive to an investme 
undertake financing of small competing In 


activities will be directed against their present custo! 
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How tightly the web of industrial and financial power is drawn is 
indicated by a report of the Federal Trade Commission which points 
out, among ot ther thin nos, that there are 17 common directorships held 
between Gen ral Klectric and 15 larger banks and investment and 
insurance companies, and I think that that same report, in fact I 

yw it does, refers to numerous other instances of that, a common 
rship between the borrow ine’ and the loaning companies 

‘it tos a that for these and other reasons, as a general propo- 

lit facilities of the big banks and insurance companies 

real sense available to small and independent business 

rprises who need long-term and intermediate credit for expansion 

Laer plants and productive Fae ilities, creation of new plants and 

ities, and other credit necessary for such enterprises successfull 
tO engace In competition with larger corporations, 

As for loc al commer ial bank , these banks ordinarily are hot per- 

| by 1 regulation nder which tl hey operate, tO Make long- 
: cenerally strictly limited to 
-LerTrm I a i { rend in recent years has been away trom 
DsStantia | Lax uv | these commercial banks. \loreover, 
limited ¢ rl amount that they can loan to a single 
and whe re ue needs ol 2 borrower are tor credit to the 
$25,000, § 90,000, $100,000, or more, for a pel riod of, le 
ymmercial bank is not prepared, or 
: Mn. This creates a definite FAp 
systen ‘+h the private banks of the country are unable to 
It is because of this gap that the continuance of the Reconstrue- 
Findnen | ( eadnaiiil is urgently necessary if thousands of small 
ess enterprises throughout the country are to survive. 


has been said by critics of the Reconstruction Finance Corpora- 


that it wa ‘reated dur Y a time of ci pression to meet a need 
; } 


nen 


lone Ce has passed. It is true, of course . that \ 
created h need for such an organization Lo 


‘ - ot ee iV I] | 1] | a , 
erprise urine orl yar ,~ ahd small bDusimess en 

s : ‘ eg e | ra ¢ 
rs, Was not foreseen Bi L times change a 


ss over the veanrs has found the Reconstruct 

laptable to the changing needs of the times, and, in 
construction Finance Corporation to | 

changing needs in dilferent crises which the country 


em hecessary 


during the last 20 vears Certainly the test is not whether 

ginal objective of Reconstruction Finance Corporation has 

fulfilled, but rather whether there is tod: Wea definite need 

conomy for the continuance of this organization, even though 

the need was not anti ipated when the Reconstruction Finance 
Corporation was created. 

We submit that the very life of small and independent business 
enterprises during the years immediately ahead depends, among other 
thines. upon obtaining ‘edeiite long-term and inte rmediate credit, 
which can he supplied by Reconstruction Finanee Corporation and 
cannot be supplied, under present limitations, by our private banking 
system. 

Surely we are all agreed that it is of great importance today to 
increase our productive capacity. There are many industries, par- 

ticularly heavy industries, where the larger companies are loath to 
increase their productive capacity, fearing that when the present crisis 





ACT AMENDMENTS OF 1951 


is over they will have idle plants on their hands. Government | 
sures and special inducements in the form of accelera 1 tax amortiz 
tion, and otherwise, have proved necessary | 
most industries. But it is our belief that Oppo! 
not be confined to big busimess, but 
small business. 

In the first place, it would not be 
into just the larger units of industry 
notions of fair play and to our ba 
nence of our economic — 
healthy ompetitive enterp ris 
that the maximum realization 
requires that we utilize to the 
as ‘ large plants. The continue 
turer in our economic system Is 
to the preservi 
firmly believe t] 
tered with a view to the full 
the small and independent u 
There is ample room for both 
the v are honestly and efficiently 
plant S nee essarily more ell he 
mvth in this country. Sometu 

But the history of the last fe 
prises cannot secure adequat 
which private banking 


ition of our fre 


it Government 


source for the kind of finance: 
been the Reconstruction 

businessmen for whom I am 
— be done to abolish Ol 
hii e Corporation 


l 
ily « meede the Re 


t 
struction Ky 
We read 


not compete with ) 


loans which private 
that it has been the 
only to make loans 
has been unable to obtain 
So there is nothing to the a 
struction Finance Corpor: 
ions. If there is any 
alt hough there should not 
limitation that the Reeons 
only where financial assistance 
tation, I believe, is now ine 
ball, 

The members of this committ 
perhaps in vour own States 


poration has made possible 


which otherwise coul 1 nie hie 


bu siness, or to expand Opel 
represent was formed, many sucl 
tion through letters and in conf 
and businessmen with whom 
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situation which I believe is typical of thousands of cases where Recon- 
struction Finance Corporation loans have been made. 

Down on Hatteras Island off the coast of North Carolina, an ice 
plant which served the 1,500 people living on the island went into 
foreclosure because of bad Management. There were ho other ice 
facilities on the island, which necessitated bringing in ice from the 
mainland, some 30 miles across the water. The situation was serious 
because many of the inhabitants were engaged in fishing and they 
had to have ice or quit. To bring in the ice from the mainland was 
both expensive and impractical. Local people raised some money 
to buy the plant but not enough to put it in any kind of satisfactory 
operating condition. No bank would lend on the ice plant with its 
bad record. 

The Reconstruction Finance Corporation was approached for as- 
sistance and after investigation found that the proposed new manage- 
ment was satisfactory. The economic need for the plant was clear 
and Reconstruction Finance Corporation made a loan of $10,000 to 
rehabilitate the plant. This is a small loan, but it served a big pur- 
pose, both from the standpoint of the livelihood and health of a 
number of people. 

Now, we do not claim that aid to the small-business man is the sole 
function of the Reconstruction Finance Corporation, but we stress 
its importance because elimination of this source of credit would go a 
long way toward elimination of small manufactures from the American 
scene. And we have liv ing proof of the disastrous effects on the whole 
economy when there is great concentration of economic power and 
the monopolies dictate rer policies. f am thinking of the 
selfishness of cartels as we have seen them operate throughout the 
modern weil: and | am aware of the danger in our own country if 
competition ceases or caaaeuae at — lete farce. The antitrust laws 

necessary to prevent this, but the best safeguard of all is vigorous 
competition resulting from many small enterprisers, and these people 
need credit which private banks cannot or will not furnish. 

[ am sorry that Senator Fulbright is not here, because I am taking 

the matter that he raised 

Senator Dirksen. | wonder if you want to suspend for a moment 
at that point. | am constrained to go and hear Mr. Lucas on regu- 
lation W, and as much as I do not want to run out, | was under obli- 
cation to come here, thee probably would be a good point to suspend 
until Senator Fulbright 

Berce. That is auibe agreeable, Senator. 
Senator Dirksen. I am shuttling between three committees this 
morning, and I do the best I can. 
\ short recess ensued. 
sernGE. Mr. Chairman, 0 ispended j just at the point where 
going to answer the tanaahleds which you put to me near 
beginning as to my conception of small business and big business. 
tor Dirksen had to leave at that time, so that is where I am now. 

A question which is sometimes raised is ‘‘What ts small business?’ 

“What is inde pe ndent business?’’ 1 will readily ngree that these 
questions cannot be categorically answered by producing an artificial 
vardstick to measure smallness or bigness. When I talk about small 
enterprises or independent enterprises, | am not thinking in terms 
of the dollar volume of business, or the total net worth of the invest- 


rats back 
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ment, or the amount of net profits, or the number of emplovees, or 
any other single arbitrary measurement. I do not think that such 


\ 


criteria have any realistic value. Whether a company is to be cor 


. 1 . yo . ' . 
sidered big business or small business can only be judged in relation 


to the industry in which it operates. A small company in the steel 
or aluminum industry would probably be a very large company if its 
investment and operations were transferred to the manufacture of 
furniture, or books, or a thousand other products which 
name. I would consider a company to be independent if 
occupy a position that approached monopoly dimensions in 
dustry and if it did not have any agreements or und anding 
other companies which limited competition, and if 
sidiary or otherwise related by interlocking direct 
devices to companies having monopoly positions o1 
oly practices. And that was my prepared ansv 
which vou asked, and if vou care to explore it further 
to try and answer your questions. But | thin 
be an unsatisfactory test, but I think it is the 

Without mentioning names [ can think of 


bi 
l 


steel industry that are small in the steel indust: 
investment must necessarily be very large. T 
in the automobile industry. 
Senator Futsricnut. Would you consider 
business? 
Mr. Berce. I think in taking that up, if 
Lo Katser-Frazer and the automobile indust: , 
units in respect to the production of cars 
figures, but you have General Motors, For 
that several vears ago, I think | saw figure 
tween 85 and 90 percent of all cars made 
and Studebaker, and as it came into thi p 
tively small in respect to the production of 
I! would rather not—lI do not see it would 
discuss Kaiser-Frazer in relation to all its other 
Senator Fu_sricur. Would you call it an 
Mr. Berece. Well, | will put it this way: 
Kaiser-Frazer, so far as | know it is independe: 
automobile companies. 
Senator Futsricur. Then it is part of ay TN 
plex; is 1t not? 
Mr. BerGe. There is no doubt about that; ves 
Senator Futsricutr. Here is the reason this quest 
all the time in various ways: What is small bus! 
has been made to the committee that the size 
that the REC be restricted to loans—or 
or less, another is $1 million or le 
$100,000 or less. The idea there was th: 
timate interest in the RFC and 
idea is that that is small business, 
whereas, Kaiser-Frazer | think ha 
has it not? 
Mr. Berar. | do not know what 
approximately it. 


] 
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Senator Futsricur. The average person when you talk about 
lending $69 million does not think of that as being small business. 
Mr. Berce. 1 guess that is approximately correct, but there are 
factors present in that picture, I suppose, that would not be generally 
present in—let us take a so-called independent steel company. May be 
there is a public policy why relatively small businesses in heavy in- 
dustry should not receive assistance, but I do not know what it is. 
[t seems to me that the same general principles should apply in heavy 
industries as well as smaller industries, and if you are going to have 
competition in steel, let us Say 
Senator Futsricur. Well, let me give you one example of a reason 
that has been advanced, that a company even though it is small, and 
ince you mention it we will use Kaiser-Frazer, | do not mean to be- 
labor it, but it is a well-known example of what we are talking about 
even though it is not as large as General Motors or those other com- 
panies its needs are sufficiently large so that it can go to the capital 
markets In ot ther words, the V make this distinction: A loan of $25 
million is one which the big capital markets in New York are interested 
in. It is sufficiently large, the fees involved, the interest involved, 
and all that to warrant those people taking an interest in it; whereas, 
a fellow looking for $100,000 or $200,000, that is simply too small 
be of interest to the New York bankers, or any other bankers in the 
big cities. ‘They cannot afford to go to SEC and float a stock issue. 
They are so little known and so insignificant that no one would buy 
the stock anvway. Those are the arguments that are made. It is 
due to the situation that we have in this country, and they simply 
have no place they can go. 
\Mir. Berger. Senator, it may have been while you were absent, but 
I did say in an earlier part of my testimony that I thoroughly agreed 
chat RFC should not make loans except where private sources of 
‘redit were unavailable. That, | believe, is covered in section 4 of 
ill, and Lam told that at least in the last vear or so, or maybe 
it has been the administrative practice of RFC—that ts, that 
borrowing companies must produce satisfactory proof that they 
annot get private financing. 
Now, | am not in a position, because of lack of knowledge of the 
to discuss in any detail the Kaiser-Frazer case. 
enator Futsricur. Let me say there, though, that the inability 
t money is not the only criterion for justifving a loan. 
Beroe. Oh, there are others, and the public interest is a cri- 


Senator Futsrignt. One theory that has been advanced quit 
forcibly at various times is that there is a credit gap in many parts of 
T 


he count - and [ think there are creat differenc “eS be ‘tween one area 


and another with regard te the supply of capital. That is quite 
natural, it seems tome. You have a greater concentration of capital, 
obviously, in the Northeast—in Boston, New York, and so on—than 
ae do in the South and the West. One of the principal justifications 

f REC is to fill that credit gap, to make it available where there is a 
~al gap. When you get into the larger loans and there is no gap, 
en It Is just a que stion of whether or not you have a good proposition, 
whether or not there is a likelihood of re payment, and so on. 

Mr. Beree. Of course, I freely concede that this committee knows 
a great deal more about this subject than I do—vyou have been study- 


re 
tl 
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ing it for many months—but I would suppose the fact that 
isa large one, relatively, does not necessarily mean that the 
investment banks are interested in it. 
Senator Futsriacur. It may be a bad loan for 
There may be no reasonable likelihood of repaymer 


r 


is only one element. 
Mr. Berce. If that is so, certainly it should not 
Senator Futspricur. It should not be made, of 
Mr. Berer. | reeall that after the last 
during the latter part of the war. there 
raging as to whe ther the steel capacity 
or not. ! wuess that still is a debated 
theur own the old-line steel companies aid no 
capacity. Vhat [ am saving is hypothetical 
on where it was publie policy to 
ere were some venturesome | 
lequate financing, but the | 
Hes wouid not be intere 
Senator Futsricur. Do vou not 


t 


it should be a matter of direct pu 
seems to me in that kind of a case 
a backhanded way. Why should 

money and build the plant if thi publi 
circumstances you mentioned? 

Mr. SERGE. | would co along on 

Senator Fursricur. It would 
what you are doing 

Mr. Bera sXCOC] that 
anvthine 

the policy 


s has not seen 


nator k SRIGH Well, ther 
the approach of t NPA Act 
that direct ld 
the country 
Ing money 
NPA, or du 
know we have 
question is relevant 
loans We have alre: 
of businesses, and ar 
amortization .~privileg 
plant, which seems 1 
they were used in tl 

Mir. Bi 


senator 


REC program 


business let 
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of what is little business. You say you are not qualified to judge, and 
you speak in generalities. That has been the curse of this committee 
in the past—to speak in generalities. We would like to get specific 
instances now that root 

Mr. Berce. I only said that, Senator, in relation to Kaise r-Fraze Tr. 
[ think that there are steel companies whose investments are relatively 
small in relation to the steel industry, and vet adequate financing to 
expand their capacity would require loans of more than a half million 
dollars. 

Senator Futsricut. I cannot see why there is any gap in that case. 
You just have to say there is almost a conspiracy; in other words, here 
is a good loan and they will not lend them the money because the 
oe s enter into a conspiracy and do not want any more steel 
capacity. Now, if you can support that we certainly ought to do 
some th; ung about it. IL would say first and foremost the Department 

of Justice should prosecute for conspiracy. That would be the answer 
to that. I cannot see as an economic matter or financial matter there 
is anv credit gap in that field, because you are assuming, when you 
say that, that there is an economic necessity or need for the produc- 
tion; are you not? If that is not true the whole thing is out the win- 


dow. That is one assumption, that thev need the steel capacity, and 
here is a fellow who can do it in a reasonable way but cannot get the 
money mene there is a conspiracy. You cannot say it is because 


there are not facilities for financing that kind of business, because it 
is done all he time. People are interested in making loans of that 
size, because they are profitable to the lender. That, it seems to me, 
is a different matter from what we have been talking about in this 
ere = t gap | have often deseribed what | think existe in my State as 

‘al credit rap, hbeeause there is no fac ility for lending that kind of 
ane in a particular area. It just is not there. 

Mr. Berar. Senator, if we apply, though, what I understand to 
be the policy, and which vour bill would require to be the policy, that 
they do not lend when there is adequate private financing available, 
then the intelligent application of that to each case that arises would 
answer your question; would it not? 

Senator Futsricur. That is true, but we think we have found 
through experience that those criteria are not self-executed. That 
idea that it is not available on reasonable terms is an extremely 
difficult one to apply, and in order to avoid what some of us have 
thought was an abuse of that particular concept we at least have been 
considering putting in an arbitrary level. 

Mr. Berar. I would think that if your S. 515 were enacted, and 
with a man like Mr. Svmington administering RFC, there would not 
be any trouble in the final result; that the application would be all 
right. But I am opposed to the arbitrary limitation, for the reason 
that I think there are industries—let us forget about steel and alumi- 
num, because they are extreme cases, thev are among the largest 
but there are intermediate situations where expansion of a company 
may be desirable and the company wants to expand and it fulfills a 
vital national need, if not for actual defense or defense-related pro- 
duction, at least for necessary civilian production, and even in war- 
time—and I hope we do not get into actual war—but even in an 
emergency there are necessary civilian ye rations. I think each one 
has to be judged, more or less, ad hoc, by the application, however, 
of recognized principles. 
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Let me read the next paragraph I have here which summarizes n 
attitude on that. 

Senator Futsricut. I wish that you would, since you represent 
this very important committee. [ wish vou and vour people who : 
going to have a meeting would give serious consideration to further 
clarifying the idea of what we mean by small business It is a thing 
that has plagued this committee. It is not new. We have discusses 
this time and again. What is small business? During the last war 
it came up In other connections. Tl 
I believe in some agency of the Government they di the li 500 


ie \ had some ar! rary nitior 


emplovec s and less for smal!, and abovs [ 
arbitrary 
Mr. Berce. I think that is too art 
Senator Futsricur. That was : B i 
wish you would give some thought to it | two help 
body concerned 1f we had a little more defi te 1dea Ol ( 


to consider as small business. 

Please continue. 

Mr. Berce. The next paragraph follow-up of what I | 

In the light of what I have just said, oul rtal ODDO 
to placing any arbitrary limit upon the amount h the Recor 


tion Finance Corporation can loan to a single borrower. Numerically a 
large percentage of the loans that have been made b he RK hstrue- 
tion Finance Corporation have been relativi ma Lb thy 
Reconstruction Finance Corporat on should be free to give appropriate 
assistance to the smaller companies aesirL ( ) 


dustry, such as aluminum or stee 


| would rather add some more Mau rhe yi 

Senator Futsricur. What would vou ha 

Mr. Berce. Well, many of the machu ols 
ricated prod that are derived fro rill : There a 


t| 


scores, probably iundreds, of comp: ( 

fabricate steel or aluminum prod icts Th 

ent and they are considered small busu - 
ment they would have to hay lO U 
l remember, I cannot vouch for the preci racy of t S, 


but in veneral wher the Gover ment id the ¢ sf r) 
U.S. Steel, the 


lant that had DeCel mllit bb the (a 


p 
ferred to, and, incident { can ot () 


the policy vou re 
cents on the dollar 


Senator Futsericut. It was put to pub auctior s it not 
was sold on bids and anvbod) could bid for it I that the case 
Mr. Berce. Yes. And without trving to rehash over things 
are in the past, there were some of . ho thought that hie 
other bidders that could have swung thi \ 
Senator Futsricur. Well, | do not k: about that, franl 
may be 
Mr. Bi RGE. There were one ol vo ot I ompatl ( 
Lo vel it and made propositions whic ut ieast ere merit CO 
tion. I think Colorado Fuel & Lron was one of them 
Senator Futsricur. They were not given consideration? 
\ir. Bera! No, I did not Sa. that, but the aqgment was mad O 
turn it over to U.S. Steel I will not sav that her bids wet vl 


better. but it is just a ¢ uestion, hough and was a question in the 
J { 
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minds of some of the Antitrust Division as to whether it was good 
public policy to further increase the power of U.S. Steel, but the 
point | was going to make was that I remembered at that time it 
came out that there were some, my recollection was about 40, it 
might have been a little more or less, independent fabricators on the 
west coast of steel products and one of the strong points in keeping 
the Geneva Steel plant going would be that it would be a source of 
supply to those fabricators. 

[ am confident that any substantial fabricating outfit—and all of 
those were said to be independent of U.S. Steel—but I venture to say 
that investigation will show that their operations usually involved 
investments of millions of dollars. Some of them might have been 
smaller, but the fabricating of some steel products takes a tremendous 
investment. All 1 want is noi to draw a line which would prevent 
RFC from financing healthy competition in some heavy industries 
as well as small ones, and [| think that if we apply this limitation that 
vou cannot loan if adeq late private financing is available that it 
will come out all right. 

| sav in my prepared statement that if RFC ts to be free to give 


appropriate as 


sistance to smaller companies desiring to compete in 

the amount of single loans must not be limited. If 
RFC were to be limited, let us say, to $100,000 per loan, obviously it 
could be of no important assistance to independent companies in 
heavy industries where the financing requirements for expansion are 
great. We submit that the hands of the Reconstruction Finance 


Corporation should not be tied to prevent the making of adequate 
loans to the smaller companies engaged in industries requiring large 


heavy industry 


capital investments, where the Reconstruction Finance Corporation 
tinds that such loans are sound and in the public interest, and that 
they will tend to promote needed expansion of production and healthy 
competition. 


Senator Futrricutr. You emphasize “in the public interest.” I 


AS] 
vou have something in mind, some purpose RFC is to serve, 
I do not believe the committee has had in mind. I can see 


this matter of publie interest such as the Inereasine of steel 


ion, it would seem to me if thev were going to do it it ought 

e done directly. 
sERGE. Senator, if it can be worked out satisfactorily by other 

hods we have no kick. 

Senator FuLBricur. | am frank to Say ] think the tax laws are the 
lace where small business ought to have real relief. I have intro- 
ed bills time and again, or at least twice, trving to cive a better 
realx to small business from the tax angele. I have been unsuccessful 
that, so it is all the more reason, being unsuccessful, why I have 
interested in keeping RFC alive, to try to help small business. 
| have had in mind most of the time is small in an absolute 
for the simple reason that I feel, or the main reason I feel, 


no credit fap when vou get above a certain size, or at least a 
of somewlhx rea million dollars and above. There is lots of capital 
ted mn eoing into situations of that size. There is a Pap, at 

V OWn experience, 1 thi i, in the Southwest, in Arkansas, 
en there. To T1ve a speeifie example, Arkansas Power W 

ht in my State has no trouble getting all the money it wants from 
York at a reasonable rate. The fellow that cannot get money 
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is the one who wants two or thre 
not worth while for him to go lO New 
to bother with such a man, and vet it 1 
institutions. That is what | call a © 
he type vou are talking about, | c: 
if it serves ah economic purpost 
profit it cannot be financed. 

Now, | do think that the tax law 
equity capital, but I do not think th: 


loans, because it seems to me 


you do not have CQUILN capital, 
in the tax laws. i would 


words, a bigger exemption, so 


lik 
started could accumulate some 
of the tax law seems to me t 
bothers General Motors or U 
itor and vel bigee! and bier 
size, he vets hit in the neck eve I" 
Mr. BerGce. | figure that, t 
questions have been very import 
all we can to help in arrivin 
small business, but I do not wa 
in a position here of primarily 
with the Senator that the prin 
ant economic need for REC is 
mentioned in his own State, b 
$100,000, such as President Hoovy 


] think that is too small. I 


| ‘ ‘ 
und | just do not know, 1f vou a 


. | 1] } 
ber of dotlars Where Vou Wot 
situations where anv arbitrary 


in its larger purp sé sult 


of loans the fewer there shoul 
REC’s functions. 


1 ; Jai at 
Hlowever. La not prepared 


taken as of the arbitrary limit 
ndards and trust to 

of his poli 

about 


more thoucht 
the committ 

to this, that we cannot ‘orge 
vailing a seemingly large loan d 


Re’ 
Sseverai Vears as 


riven 
Finance Corporation credit at all 
really do thre job required P: rtigd 
Of course, verv often loans can be 
tion Finance Corporation in parti 
local bank can meet some but hol 
coopera » Act ] by {| , Re rst! 
Perative QcbLliohn DV me LECOIISU 
} 4 } Loa J . ’ 
only helps the HOrrowel!l but aiso 
would not be able to make any pal 
borrower's needs are SLO0O.000 and 
$20,000, in all probability no loan 
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bank unless the additional amount can be obtained from the Recon- 
struction Finance Corporation. Our committee has been informed 
of numerous instances where the local banks in smaller communities 
are enthusiastic about the continuance of the Reconstruction Finance 
Corporation because in so many cases the Reconstruction Finance 
Corporation has made it possible for the local bank to participate in 
a large loan. 

It is sometimes argued by opponents of the Reconstruction Finance 
Corporation that its activities are inflationary; that at the time the 
Reconstruction Finance Corporation was created we were in the 
depths of a depression when a loosening of credit was essential to lift 
us out of the deflation in which we were mired. But it is said that we 
are now in an inflationary period where credit is ample and the dis- 
persing of more credit into business enterprises simply promotes 
spending and consequently enhances inflation. This argument is 
seen to be fallacious when the true facts concerning Reconstruction 
Finance Corporation’s lending policies are viewed. The indiscrim- 
inate pouring of loans into the channels of commerce during a period 
of inflation would, undoubtedly, tend further to promote inflation. 
But that is not what the Reconstruction Finance Corporation does. 
Immediately after the outbreak of the Korean War, instructions were 
sent to all tield offices of the Reconstruction Finance Corporation to 
restrict loans to defense or defense related projects and necessary 
civilian production. During the last half of 1949 the Reconstruction 
Finance Corporation made approximately 2,600 loans totaling $300 
million. During the last half of 1950, after its credit restrictions went 
into effect, Reconstruction Finance Corporation made 1,500 loans 
totaling $126 million. Its policy for almost a year now has been to 
make only loans that increase production of necessary goods. I 
alwavs had understood that one of the primary causes of inflation was 
an excess of demand and purchasing power over the available supply 
of goods. Loans to increase production aid in overcoming the short- 
ages which produce inflation. Thus the sound use of credit to in- 
crease production during periods like the present operates as an anti- 
inflationary force. 

| read with great interest the testimony of Mr. Eccles before this 
committee. He is against inflation, as are we all, and he repeatedly 
stated that an expansion of bank credit at this time is inflationary. 
He referred to the efforts of the Federal Reserve Board to restrict 
consumer credit and he thought it was inconsistent for the Govern- 
ment at the same time to authorize continuance of Reconstruction 
Finance Corporation lending which increases credit. But nowhere in 
Mr. Eccles’ testimony did I find any distinction made between loans 
to increase production and loans to provide additional consumer credit. 
I would suppose that the former are anti-inflationary and the latter 
inflationary. The Reconstruction Finance Corporation loans are di- 
rected toward increase of production—not toward providing consumer 
credit—and they are not inconsistent as I see it with the efforts of the 
Federal Reserve to curtail consumer credit. Of course, Reconstruc- 
tion Finance Corporation loans do provide jobs for people, but cer- 
tainly Mr. Eccles would not contend that increasing unemployment 
is a necessary ingredient of a program to combat inflation. 

In order to increase production in the small plants as well as the 
large plants, in order to check inflation by increasing the supply of 


I. 
] 
hy 
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needed goods; in order to prevent the wholesale liquidation of small 
companies such as occurred in the last war, we submit that there 
should be an expansion—not a forced shrinkage—of the loaning activ- 
itv of the Reconstruction Finance Corporation. This, of course, must 
be accompanied by policies and programs which permit small business 
to get its fair share of Government orders, scarce materials, and so 
forth. 

It is important to point out that the record of the Reconstruction 
Finance Corporation refutes the accusation that it is not a sound 
banking institution. Since the Reconstruction Finance Corporation 
was organized, it has loaned about $21 billion. Losses and reserves 


for losses have only amounted to some $200 million. Its actual losses 


have been negligible. The Corporation has actually earned in interest 
and other income $1,400,000,000. After deducting all losses and all 
administrative expenses, as provided by law, and after payment of 
interest on all funds borrowed, the Corporation as of June 30, 1950, 
had accumulated net earnings of more than $600 million. Of this 
amount, over $300 million has been paid to the United Stat 

as dividends. The Laxpaver has thus profited directly 

operation of the Reeonstruction Finanee ¢ orporation, 

JO percent of its loans were for less than $100,000 and 

60 percent were for less than $25,000 


‘ 


Senator Futericutr. The figures that vou used, as I glance at them, 
are controversial as to how much of the legitimate t they have 
borne in this peroid. 

Mr. Berce. | know there is some controversy, 
committee is as familiar with the arguments 
them 

Senator Futericutr. Well, the committee 
there being a $600 million net profit. One 
they vot a lot of interest-free monev which 
into consideration Do vou see what I meat 

Mr. BerGe. Yes: I see, As to what the 
assistance private banks have received is not 
competent to argue or discuss, but I think there may 
to be said there, too. 

Senator Futsricutr. All we are trving to do is 
we can what the Situation is. Nir. Unzicker, who was 
Acting Comptroller, | believe, testified that he tho 1G 
to sav that at least the RFC had not cost the taxpa 
which | think is cood enough. 

Mr. Berar. I think so, too. 

Senator Futsricut. | think it is good enough to definitely : 
safely sav that we have had the operation of this organization now for 
IS vears, and it has not cost the taxpaver anything. You cannot 
Say that of any other Government operation that | know of 
have not had to trv to quibble about the $600 million. It is obviou 
thev had a very large amount of interest-free mone, i. 
figuring out what are the actual operations, I felt’ vou would 
modify that a little, but I do not think it is an important matter. 

Mr. Berce. I agree with the Senator, that I do not think it ts 
the controlling consideration here at all, because if the RFC is other- 
wise in the public interest, and it is performing a vital function in 
our economy, I can imagine situations even where if it were operating 
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at a loss to the Government it would be worthwhile. Goodness knows, 
we have had plenty of other financial programs that have operated 
at a loss, although we thought it wise to discontinue them. Tam e¢lad 
to know that the testimony to which vou have referred that even in 
the controversy over the figures it does not show any loss. 

Senator Futsricnur. I still el: vou are safe in saving it operates 
at least without anv cost to the taxpaver. 

Mr. Be aaa And its record of its loans being y ood, its loss record 
is low, and a quoting ene the loans for the most part 
have turned out to be sound loans. 

Senator Futsricur. | think their record has been very good. 

Mr. BerGe. Just a word about the proper concern that has been 
shown, and properly so, over the instances of favoritism and influence 
revealed in the hearings and summarized in the interim report of 

‘committee. Cr rtainly we do not in ahyv sense condone any 
improprieties that eae occurred in the administration of the Recon- 
struction Finance Corporation. We think that the investigation of 
this committee has had a ve r\ healthy and salutary effect. We are 
not unmindful, however, of the unfortunate fact-——-very unfortunate— 
that influence and favoritism is not confined to any one Government 

wv, nor to Government agencies as such. Influence and favorit- 
ntly found in the administration of the affairs of private 

corporations. The individuals who temporarily administer the affairs 
of Government are, on the whole, n better and no worse than the 
Individuals who administer the affairs of large banks and business 

‘ations | have apes that Lie ceneral level of Integrity and 
nee in Americ: lic and private life is very high and that 

higher than it was several generations ago during the period 
apid industrial development of this country, when there was 
liation and ciadineien. uight sav picture ruely 
latthew Josephson “in the period of the robber barons,”’ 
lowing the Civil War. 

» not propose to Measure 

he lower standards which 

damaaall by 
His CoMm- 
| l practices 
are general principles over which surely 


rreement 


) 
that the findings of this committee with refer- 


ism and influence are irrelevant to the quest 
construction Finance Corporation should bi 
question is an economic one, and I think that 
considerations, which I have already discussed, point 


, 1 ™> . ‘* 
ingly to the need for preserving the Reconstruction Finance 


sniGHT. I do not think it is quite right to say they 
Re vou do not feel you can correct it, | think 
nt, but | feel we can correct It and do some- 


Well, I will accept that. That is, if vou found a 
na Government agency which was so rotten from top to 
ttom that it was above salvage, why, that would be something 


1 } 


iff rent, but I do not so construe your findings at all. 





RFC ACT AMENDMENTS OF 1951 


Senator Futsriaur. | do not either. 

Mr. BERGE. I YueSss | cover that point in the next pa 

Although I have not read all of the testimony, [ am 
that the investigations of this committee involved relativel 
very few of the Reconstruction Finance Corporation 
even any suspicion of impropriety or wrong-doing. — | 
that the hearings or the findings of this committe 
sistent with the behef that the great bulk of the 
Reeonstruction Finance Corporation, on both the 
lower levels, is capable, loval, honest, and industrious 
vou find a few bad applies In a barrel, vou simply { 
you do not throw away the whole barrel. 

In any event, the reorganization plan submitted 
has now become effective. A new Administrator, 
ton, has been appointed to supersede ithe Board 
governing head of the Reconstruction Finanes 
Svmington has had many ar { experience 
positions in Government al lese positior 
honor and distinction. There is not a blemish on 
the confidence of the country and his appointmer 
much to restore confidence in the Reconstruct 
tion. Those who were troubled about the 
the Reconstruction Finance Corporatio 
‘To the extent hat additional personnel 
read in the paper that one had been ma 
L told the Senator i had not read the pape! 
we can have confidence that Mr. Syvmingt 
made. 

I do think, however, that it is onl 
evidence implicated only a verv f{ 
organization: and that, so far as 
least two of the members, MIr | 
shown to have been involved in the slightest 
in in of the irrecularities that were found t 
that they supported the reorganiz: 
would do much to restore the country 
tion Finance Corporation 

Senator Funpsricur. Just for th 
centlemen were not on the Board 
with It is all right what ve av, excep 


Is 
] rl. ; ) . ] , 
our study. ‘y were not on the Board and found 


implication. They just were not there di 


studied. 
Mer. Berce. I realize the commit 
respect to them, but at least 
nothing 
Senator Futsricur. They were 
legally, and never were confirmed; they 
right. 
Mir. Berce. | am informed 


pending before this committee which would have the effeet of abolis! 


that ther are ¢ least three meas 
ing the Reconstruction Finance Corporation Thev are Senate Joint 
Resolution 44, introduced by Senator Kem; S. 1128, introduced 
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Senator Bricker, and S. 1376, introduced by Senator Byrd, although I 
guess there has been an effort to consolidate the bills and that there 
would only be one under consideration, but I have sent down for the 
bills and these are the ones that I got, and they all seem to have the 
same effect. After | prepared this statement, [ noticed in the testi- 
mony I was reading the other evening that they had been consolidated 
in the Byrd bill. Is that correct? 

Senator Futsricur. I think that is correct. 

\ir. Berar. Anyway, we are opposed to all of them. 

There may be other similar bills or resolutions of which I have not 
been advised. I shall not undertake any detailed discussion of the 
three proposals which I have just mentioned. I have examined them 
all, and they would all have the effect of scrap ping the Reconstruction 
Finance Corporation. The manufacturers and businessmen whom | 
represent are against all of these proposals. We believe that if any 
of them should be enacted it would have a catastrophic effect upon 
many business enterprises throughout the country that owe their 
existence to the Reconstruction Finance Corporation. Moreover, 
to cut off this source of long-term and intermediate credit in the 
future will stifle many potential enterprises and prevent much needed 
expansion of existing enterprises. We strongly urge that this com- 
mittee reject all of these legislative seme 

| would like to add, on the basis of the study which | made in just 
the last few days on my own responsibility, and without consultation 
with the committee that L represent, that I think S. 515 contains many 
desirable features and that | would personally favor its enactment. 

Senator Futsricut. Mr. Berge, how many members did you say 
vou represent, how many in your committe 

Mr. Berge. | will know better about that after Thursday, Senator. 

Senator Futsricur. Will vou supply the committee with a list of 
the names of your members? 

Mr. Berce. Yes 

Senator Futsricut. I would like to indicate its size. IT will not 
pursue this question of size, but you apparently are one of the most 
important organizations. When did vour committee come into being? 

Mr. Berer. March 23 was when we had our first meeting. It 
generated very informally, Mr. Chairman, and actually it has oper- 
ated so far on very, very small contributions. 

Senator FuLBr IGHT, Was its principal purpose to prevent the 
abolition of RFC? 

Mr. Berce. Yes. But here is what happened 

Senator Futsricur. Do you expect it to continue in being? 

Mr. Berce. That will be determined at this meeting. Here is 
what happened. Several businessmen who were in touch with other 
businessmen got together and decided that something ought to be 
done to give immediate support to RFC. That was before any action 
on the reorganization plan was taken; and, when it was thought that 
the vote on it would be very close and there was some fear that the 
President’s plan might be rejected, it appeared to these men that the 
business community was not 

Senator Futsricur. What we want to know is, to get a feeling of 
the character and type of these people. Who were these people that 
originated this? 

Mr. Bercre. You want their names? 
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Senator Futsricut. I would like to have it for the record. 
Mr. Berce. Could I supply that? We had an original committee 
of 21, and I cannot call them all off from memory 
Senator Futspricutr. Were they small-business 
Mr. BERGE. | would call them Su h. | do not tl 
geroup——I cannot give dollar volume, but there 
companies that you or | probably have heard of 
Senator Futspricur. Let us have an unde 
supply their names for the record and the names ol 
that are coming in and will be present at the meet 
We want to get a feeling of who thes peopl 
interested in, especially if they are going to 
Mr. BerGce. Yes. 


The information referred to foll 


SMALL MANt 


SMALL M 


Hon. J. Wittram FULBRIGHT, 


l'nited States Senato Wash ngton, dD 


My DEAR SENATOR FuLBRIGHT: Attacl 
Small Manufacturers’ Emerg 
rican Association of 
process of organizins 
mpossible for us, at this writing 
ntirety. 

At the Astor Hotel in New York, a few 
facturers attended a meeting sponsored 
have either indicated their intention to | 
already done so This (,reater New Yor 





AMENDMENTS OF 1951 


were extended to a thousand indepet 
to attend a AAII confers 


this luncheon meeting will 


tion about our as 
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Coop r-Hewitt Electrie Co.. 730 Grand Street, 
‘rank D. Wright Co., Inc., Tools & Dies- Mets 
antasote Co., 26 Jefferson Street, Passai N 


I 

| 

Butane-Propane Gas Co., of Tennessee, ( 
Feldkircher Wire Fabricating Co., Nashvi 
I 
\ 


+k City Construction Co., Nashville, Te1 
l Mare Spar, 16 Court Street Bro KI 
if 


> 
LOl 


Kentucky-Tennessee Propane Gas ¢ ‘ 
Cun 1 Valley Nurseries, Inc., Me 


act 


W 
MMi 
Mir. Beret Phey started 
different parts of the country. 
senator iy LBRIGH'! All over the ct 


Mr. Bera I could not Say 
| } 


because we did not have | 
small-business organization 
We are now in touch wit 
but I would Say 


Organize 


ol 
1 
and the Northeast Now 


» sections who o 


All manufactu 
Everyone that 
an admunistrat 


MIGHT. No other ] 
“he re are ho othe 
sav that bee 


| have 


a 


vhich is fully volunteer 
Senator Futrricur. Can you tell 
REC were included in this? At 


By KE. | would Suppose 


RIGHT. We 


think so 


know what 


did they have 
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prospective borrowers? We would like to know something about these 
people. They may be very helpful and they may not; it depends. It 
is a new organization and I think the committee ought to know about 
them. Will you give us the full detailed statement? I would like 
to know how many are borrowers and indicate the size of them. This 
all has a bearing on one of the most difficult questions, how large, 
should there be a ceiling, and if so, how large a ceiling? We are very 
interested in that. IT have been toying with the idea and my mind 1s 
not quite clear on this matter, but I am seriously considering ad vocat- 
ing aceiling. Maybe I am wrong, but I would like to have what your 
people can tell us as to what their experience has been. IT would like 
to know how big their loans have been. I may be on the wrong track 
about this matter. 

Mr. Berce. 1 do not think vou will find any borrowers who are in 
the real large loan class, as you have stated, although undoubtedly 
there are a number of them who have loans of more than $100,000. 
But | will have to secure that information. 

Senator Futpricut. You can secure that Thursday, when they are 
here? 

Mr. Berce. Yes; except they will not all be here. The thing is 
that there have been different men jn different parts of the country 
who took an interest in it, and some came to Washington to see us; 
more of them talked to us by long-distance phone, and said we will 
get up a local committee. They have not all reported vet, and I 
could not tell Vou, as I stated at the beginning. 

Senator Futsricut. Did anybody in the REC itself take anv hand 
in this? 

Mr. Berar. No. We consulted a time or two with persons con- 
nected with the RFC to get factual data from them. 

Senator Futsricutr. None of them played a part in this? 

Mr. Bere. Oh, no. 

























Senator Fursricur. Will vou supply that? I would lke to have 
it as soon as possible. I hope that we can get this bill out of com- 
mittee I hesitate to say when just as sooh as We can. Your 


information might be very helpful to me and to the committee 

Is that all vou have to offer? 

Mr. Berar. It is 

Senator Futsricut. Thank you very much. 

Mr. BerGe. | appreciate vour hearing me. 

Senator Futsricut. | appreciate vour coming and giving us the 
benefit of vour opimions. 

Mr. BerGe. I was just going to sav that there are scheduled today 
and tomorrow several of our members that you will hear. 

Senator Futsricnat. Thank you. 

Mr. Samuel Tait. Give vour name and identify you 


reporter, please, sir. 








rself to the 






STATEMENT OF SAMUEL TAIT, VOGUE MANUFACTURING CORP., 
WEST CHESTER, PA. 







Mr. Tarr. Samuel Tait, president of Vogue Manufacturing Corp., 
West Chester, Pa 
Senator Futsricnut. Do you have a written statement, Mr. Tait? 
Mr. Tarr. No. Iam going to be right in line with vou because we 
are a small concern and we will be specific. 
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Senator Futsricar. Tell 1 about vour 
manufacture? 

Mr. Tair. We manufacture full-fashioned 

Senator Futpricur. Are you an independ 

Mr. Tarr. Yes, sin 

Senator Futpriecutr. How larce is vour comp 

Mr. Tarr. Well, it consists of my two sons 

Senator Futpricur. A family business? 

Mr. Tarr. More or less; ves, sir 

Senator Ft LBRIGHT., You own it all? 

Mii Tart Well, we are incorporated, a! a 

Senator Futsricur. What is your capital 
these questions that vou do not want to 
right. | 


Mr. Tarr. I would rather you asked me 
matel) S150, ,000-some That is ow 
tion is $150,000 and that much is in 

Senator Futsricgur. You make nvlon hosiet 

Mr. Tarr. Nvlon ladies’ “ie cig 

Senator Futsricur. In West 

Mr. Tair. Yes. 

Senator Futsricur. Are vou a borrow: 

Mr. Tarr. I am. 

Senator Futpricut. When did vou borrow? 

Vii Tart May I vO from the beginning? 
lot of questioning 

Senator Futprieur. All right. 

Mr. Tarr. My two boys were in the Ai 


] 
CUPLAliZi 


been in full-fashioned hosiery, so when they ca1 
Force | was voinge to let them run our little mill 
up in Effort, Pa. After they cume back 


boy was shot down and Was 2 prisoner Oo] 


1 


to let them run the business, and | woul 


Government gave them priorities to bu 
I sort of backed them up and we bought 
built a little mill outside of West Chest: 
You were talking a little while ane 
In order to locate an industrial } ace 
where vou can put it, because so aoa. places eit 
this place out in the country near West Chest 
this small mil! and put in those two machines 
Later on we went to the bank in West Chi 
money to put in additional machines, bi 
known there we had a difficult time borrow 
a process of going on we moved the plat 
down to these big machines, and then we proc 
additional money to put in an additional four ma 
four old machines. Of course, we went to the 
ance companies, but just as you say our loans we! 
Senator FuLtsBricur. How much did you want to 
Mr. Tarr. At that time I wanted to borrow $30,000 to pu 
machine at a time, but I did not meet with any success, to 
Then later on I went to the RFC 
Senator FuLBricur. About when was this, 1948? 
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Mr. Tarr. This was in the latter part of 1949. 

| went to the RFC, I did not know a soul there, and someone told 
me to go down and ask for Mr. Evans. I went down there and had a 
conference with him, and he gave me a couple of blanks. 

Senator Futsricur. Was this in Philadelphia? 

Mr. Tarr. In Philadelphia. 

He gave me a couple of blanks and told me to come back and fill 
them out, which we did. Then after waiting 2 or 3 months we wrote 
to him and they said they were sent to Washington because it was over 
$100,000; we borrowed $150,000, that is what our application was for. 

Senator Futsricur. I thought vou said $30,000. 

Mir. Tarr. This was a couple of years ago when I tried to borrow 
$30,000 from the bank. 

Senator Futsrigur. I see. 

Ir. Tarr. So when we put our application in with the RFC we put 
an application in for $150,000, because our business had grown in the 
meantime. 

Senator Futsricur. Had you been making money? 

Ir. Tair. Yes, sir. 

So the RFC told me that this had gone to Washington because 
everything over $100,000, I believe, had to be passed by the Washing- 
ton omee. 

Senator Fursricur. Had you tried to borrow the $150,000 at 
the bank? 

Mir. Tarr. Yes, sir. I have letters indicating 

Senator Futpricur. What did they say? 

Mir. Tarr. They said they could not loan it to us over such a long 
period of time, and they could not loan us that amount. 

nator Futsricnur. How much time did vou want? 

T . Well, IT would have to have 5 vears at least to amortize 

between 5 and 10 vears. They just would not loan us that 

money; our capital structure, and so forth, they said their banking laws 
would not permit them to make that loan. 

I might say that some years ago we could buy a hosiery machine for 
$6,000, but now they cost $36,000, approximately, which gives you 
an illustration that small business today has to have a lot of money, 
in mv estimation, to go into small business. 

Senator Futsricur. What does this machine do, weave stockings? 
Mr. Tarr. This knits hosiery. 

Tl eC R KC finally sent a mys n up Lo audit our hooks and vo over our 
A to Z, and they ‘ery, very efficient. Eventually 
e through, altogether, they gave us the loan, but onlv 
00, and then when a machine would come in they would 
her S40.000, and it ri right on throuch. 
‘y LBRIGHT You bought hive new machines? 
ht four machines. 
HT. With this money? 


Ith this money; and supplement 


ricHT. Were vou selli 


trouble selling what v 


o. That is one reason Du 
re putting out a new patented stocking called 


LOCKING that would taper in at the welt, and 
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vetting this increased demand, and therefore want 
tional production and get on to a competitive basi 


As you increase vour production the lower comes 


' 


So after we got the loan, which was about thi 
we signed up, that is, my bovs and mvself had 
besides giving them a plant mortgage on every 
corpuscles, You had to cive so much securi 
had to give vour right arm with it. 

The result was that since the 


| 
back to those 


this investigation 

ho all bor 
iledelphi 

to know ail about 

ll tiem ell about it 


article in the paper about it, 
rere to Washing ton, and there 

ked me if | would 

actly what went on In us e% 


come down 


Our origmal employees 


plovees and would have 1 
broke out and du Pont, 
nvion for Government purposes 


about Hf pereent, But just as Soon 


we feel that du Pont will give us 

Senator Futspricut. You never had : 

Vir. Tarr. They are the only people 
hosiery industry, so I do not want to havi 

Senator Futsrienr. That is why I asked 
have a monopoly on nvlon, but they still h 
is that correct? 

MIr. TAIT. | dread to Sav what micht 
in some other people’s hands. When 
Du Pont allotted me on the same proport 
a thousand machines? 

Senator Futsricnar. They did? 

Mr. Tarr. They did. They went 
Du Pont has a tendency to not only 
but they create industry monopolies by 

Senator Futsricutr. I do not follow 
do vou mean by that? Distribution 
lil e nylon? 

Mr. Tarr. Yes. For instance, they 
do not sell it to jobbers. KE vervbody In 1 
to vet ny lon has vot to DUY it from Du Pont « 


} 
I 
| 
i 


market, the grav market, or whatever it is. 


silk was brought in here and sold to various jobbers 


») 


standable to vou’ 


Senator Futsriaut. Yes; but due ir poli 


small business fairly, they have not created 
facture of it, have they? Is that correct? 
Mr. Tarr. Sir? ; 
Senator Futpricutr. Due to the fact that the 


as I understand you to Say thes did, they Pave Vol 


naustryvy comes 
into this other 


silk, 
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per machine as they did the big company with a thousand machines; 
is that right? 

Mr. Tarr. That is the assumption I am under. 

Senator FutspriguH1. Do you believe that to be true? 

Mr. Tair. That is what they tell us. 


I 
thought you were telling me that that was a fact? Do you have any 
doubts about the truthfulness of that statement? 

Mr. Tarr. Probably we had better leave that us to somebody 
else to say. 

Senator Futsricut. All right, I will not press you on that. You 
hope that that is true. 

Mr. Tarr. I hope it is true, too. 

Senator iy LBRIGHT. So do . But coming back LO REC. you 
have had a very satisfactory experience with them. You did not 
have to pay any body to get you the loan. 

Mr. Tarr. I certainly did not. 

Senator Futspricutr. It all went through in the regular manner? 

Mr. Tarr. Yes, sir 

Senator FutBricgur. As far as vou know it was well done? 

Mr. Tarr. Absolutely. 

Senator Futpricur. We had one experience or a case out of the 
Philadelphia office which impressed us very favorably; as far as the 
Philadelphia office is concerned, the way it was handled up to a 
certain point. It was a large loan which attracted the interest of 
other people. Your loan was of a size that it did not draw the flies 
around it like some of the others did. 

Mr. Tarr. It was a large loan, as far as we were concerned. 

Senator Futsricur. Large for you. But the other loan I am 
speaking of was a $6 million loan. Well, you think the RFC should 
be continued. 

Mr. Tarr. I definitely do. 

Senator Futsricur. You do, not because vou want another loan, 
but because you think it has served a very good purpose. 

Mir. Tarr. It has served us a good purpose, and I will tell you 
another thing, too: When m\ boys came back from the service, 
particularly the boy that was shot down, at that time he knew the 
housing situation was very bad, and when we built this home he 
had to build a little garage and live in it, that is, when we built this 
mill, the new mill, that was his situation. But I would like at this 
time—and I was listening to this other chap ahead of me—l jotted 
down a few notes 

Senator Futsricur. By the way, are vou a member of this com- 
mittee? 

Mr. Tarr. I am not. 

I jotted down a few notes here, and it says ‘Machines in business 
today take’’ 

Senator Futpricur. Before we go on to that, vou say you paid 
$26,000 on your loan. That is out of vour profits? 

Tarr. No. We pay back $1,500 a month to the RFC. Then 
we pay one-half of our profit at the end of the vear. 

Senator Futsricur. In addition to that vou mean? 

Mr. Tarr. Yes, in addition to that. 
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Senator Futsricur. What I was getting at is, Do 
pay this loan out of the profits you make out of this bu 
Mr. Tarr. No, no. They draw up a formal contra 
pay back on an amortization basis, whether vou make a 
Senator Futsprigur. I understand that, but I say 
pay it back out of the money you make out of this b 
Mr. Tait. Yes, sir. 
Senator FuLtsriautr. You expect to make a profit. 
Mr. Tarr. I certainly do. 
Senator Futsricutr. You expect to pay it out of the 
Mr. Tarr. Yes, sir, from the operating expenses 
Senator Futsricnr. Operating profit. You expect 
of that. 
Mr. Tarr. Not necessarily. You see, while we 
depreciation the oil people get, we do get a certain amo 
ation out of our machinery, and so forth, and we may s« 
a year depreciation, and we have to pay the RFC $18,000 
we ever make any profit. Then if we make a profit, we pay 
of the profit. It just so happens that we sold these four old mi: 
and the money we got from that we also turned over to the | 
Senator Futsricutr. You have reason to believe that if you ar 
ing a sufficient profit that you will be able to absorb 
depreciation. The fact is if you do not make a profit, if all 
and becomes unprofitable, that depreciation is not very help! 
because you have a loss. As long as you have a profit 
Mr. Tarr. The loan permitted us to get into a competitiy 
fake, for instance, 1f our overhead is $1,500 a week, an 
make 750, our overhead would be a $2 dozen, but wit 
ment our production could be 1,500 dozen a week w 
our overhead down to $1 a dozen and put us in a con 
Senator Futerignr. You are in a competitive posit 
Mr. Tarr. We will be in a better competitive pos 
our full allotment of varn 
Senator Futpricgutr. Who did ask you to come dow! 
someone asked vou to come down and tell your sto 
Mr. Tarr. I had a telephone call from a Mr. Hat 
Senator Futpricur. Who is he? 
Mr. Tarr. I do not know who he is. 
Senator Futsriautr. Did he identify himself? 
Mr. Tarr. He is here this morning. 
Senator Futprireut. He is here this morning 
Mr. Tarr. Yes, | met him. 
Mr. Berce. Mr. Hart is executive director of 
called the present witness. 
Senator Fuisricur. Although you 
association? 
Mr. Tarr. No, sir; definitely not. This 
been in Washington to testify. 
Senator Futsricar. It is? 
Mr. Tarr. Yes, 
Senator Futsricur. It is not such a bad e: 
Mr. Tarr. No, not so bad. 
You stressed one point here, or this gentlema 


banks in the particular areas Thev have 


r 
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presidents of the various industrial concerns in that area, and when 
we went into Westchester we wanted this loan, and we found that the 
directors in most of these banks were presidents of the various con- 
cerns around there. So naturally thev did not care too much, prob- 
ably, about getting this additional industrial competition, as far as 
the labor end is concerned. 

Senator FuLBricur. Are those other mills like yours? 

Mir. Tarr. No, they would be mills of other types, but nevertheless, 
another mul coming into a particular section is sort of a drain on the 


labor supply. No matter how good vour statement looked there 


would always be some reason for refusing the loan. So you wanted 
to know about that evap as one of the reasons. That is where the 
REC came in and helped us out. 

Senator Futsricur. The chambers of commerce of most of these 
towns are out beating the bushes to get companies to come in 

Mr. Tar But the chambers of commerce are also regulated by the 
people in that particular town, too 

Senator Futsricur. You ought to come out West. They welcome 
little companies like yours. do not know why vou congreg: 
around a place like Westchester or Philadelphia. Why do you not 
come out where thev want vou? 

Mir. Tarr. You know, I did do that once. 

Senator Futsricat. Did you? 

Mr. Tair. Yes. I located ina place that was in the tobacco ection, 
and the wages were very low. 

Senator Futspricur. Where was that? 

Mr. r. In Wilson, N.C. 
Kunpricutr. Wilson, N. C.? 


‘HT. That is not out West 
ned there? 

‘Sse, full-fashioned hos¢ ry is 2 hicl In technical 

LV $35,000 for a machine vou are not gomg to 
a fellow in and pay him 30 cents an hour. The result was that 
h high wages.compared to the wages in that 

ad—what would vou say bac 

‘ial concerns in that Pr: rticular town. 


thers 


welcome us in there too much after we were in 

Senator Furnricur. When were vou there? 

Mi Taltr. I 959, | think, or thereabouts. You see, 
agricultural countrs right down there, and they proauc 
mostly That Is a reat tobacco section. 

senator iy LBRIGHT. How lone did you operate there 7 

Nir Tart About . 

Senator F id they did not like vou? 

Mr. Tarr. No, they did not care very much for us. 

senator iy LBRIGHT Whi did vou ieave? 

Mr. Tar like to work where I am liked. The pres 
that particular ss wes net too «ood 

Senator Fut raur. When did VOU Say, 1939 or 1929? 

Mer. Tat 1939. | was in business in 1929, too. 

Senator Fursricur. The war came on 

Mr. Tarr. The war had not come on vet. 


Senator FuLtsriecntr. You left in 1939. 
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Ir. Tarr. I left about 1940. The war came on in 
rightly, December 1941. 
Senator Futsrigur. Our part of it did. 
lr. Tarr. Yes. 

Senator Tarr. You left there voluntarily? 

Mr. Tarr. Yes, sir: We liquidated, and 

Senator Fu_sricur. Virginia? 

Mr. Tarr. Yes; Tappahannock, Va. I w: 
war when my boys went into the service. That 

Senator ! ULBRIGHT Now you are richt bac] 
area around Philad ‘Iphia. 

Mer. Tarr. No, we are not congested. 

look out of mv office window and 
rabbits running around. We have 7 acres 
night out in the country. You people are con 

Senator Futspricutr. | am thinking about 

Mr. Tar May I continue, please? 

Senator Futprianr. Yes; please. 

Mr. Tarr. | saw in the paper the other day 
names here without any grudge or anything, he 
these people, but General Motors was apparently 
steel companies $7 million. 

Senator Futsrient. | saw that article. 

Mr. Tal a Suppose there is a small steel con 
and steel becomes critical, what chances does a small 
have to acquire steel from these steel people? 
one of these concerns that makes nuts and bolt 
wants steel first? Do vou follow me on that 

senator I LBRIGHT. | do. Go ahead. 

Mr. Tart. Now, there is anothe thine 
du Pont allocation. 

Senator Futsrientr. Wait a minute, | 
finish that. I agree with vou. Maybe ht 
against 1. What does the RFC have 
cannot all the ills of our economy 

Mer. Tarr. No, | am not talking about 
I am talking about his chap was talking about 

Senator Futsrieur. Well, that is 

Mr. Tair. 1 am talking 
division, | presume. 

Senator FutBricut. Well, we are n 
Do vou have any other comments on 
far as we can go this morning 

Mr. TAI Well, here is one last pat 


Suppose the REC does make these ioans t ‘small hy iIsinesses 


t 


and when I say small businesses I mean anything under a million 


dollars, and suppose those businesses are unable to ype with compe- 


tition by the big business having monopolies and not being able to get 


raw materials? 
Senator Futsricur. Well, you mean that 
being able to get materials, and what causes 
repay the loan? Is that what you mean? 
Mr. TAIT. Suppose 1t got so drastic that that would oceu 
’ \ 
Senator Futsricur. Well, of course, that could oc¢ 
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Mr. Tarr. That would be another case. 

Senator Funispricur. Yes. I think it involves cireumstances— 
well, what we are trying to consider here is just the business lending 
policy of the RFC, whether or not it serves a useful purpose, whether 
it contributes to our economy and should be continued. That is 
the question. Your position is that it does, and from your own 
experience you think it enables you to start a business and that you 
will be able to pay it back with interest and that you will have a 
functioning business at the end of that time; is that correct? 

Mr. Tair. That is correct. 

enator FuLBricur. And you were unable to get - money for the 
reason which you gave at the time you applied for i 

Mr. Tarr. That is right. 

Senator Futsricur. You said that you considered any lown under 
a million dollars small business. Would you agree that perhaps a 
ceiling on a business loan should be set at, say, a million dollars? 

Mr. Tair. That would depend on the type business people would 
have to go into. I think beyond a certain scope the business people 
should be able to raise money, as you alluded here, in New York, and 

forth, at that time, of that tvpe. I believe in that theory there. 
I have one thing more to say. 

| think that small business is to this country just the same as 
babies are to a race, because without small business you are not cong 
to have big business, and there is room ¢ OUs ¢h for both small, medium, 
and large businesses without the others suffocating the others. 

Senator Futspricur. | have always thought that, too. I think one 
of the great dangers has been the development of certain tendencies 
that seem to freeze our whole economy and prevent the growth of 
small businesses to become large ones and the disintegration of old 
ones. I think our tax laws are more responsible for that than any 
other single item, and as was said a moment ago, that is still another 
problem, but I think it has contributed to it. People who have money 
can continue. It is very difficult for business now to accumulate any 
reserve; is not that true in your business? 

Mr. Tarr. That is definitely true. 

Senator Fu_sricutr. Actually, some porn which enables you 
to retain a little more of your earnings and build reserves would be 
more beneficial to you than the loan. But I cannot do anything 
about that, at least not at the moment, but you do think loans as 
such, availability of credit is very important to you? 

Mr. Tarr. | think it is very important. 

Senator Futsricur. You would not be in business if it was not 
for that; is that right? 

Mr. Tarr. No, we would not be able to compete today, because the 
obsolescence of machinery takes place so rapidly that you have to 
keep replacing it. The machines we had previous to this would turn 
off 8 dozen; we put these new machines on and they turned off 15 
dozen compared to 8 dozen of the old machine. 

Senator FuLtspricutr. In what length of time? 

lr. Tarr. That is in approximately an hour. 

Senator Futpricur. Fifteen dozen an hour? 

Mr. Tarr. Fifteen dozen in 8 hours. 

Senator Fu_tsricur. As against eight dozen in 8 hours? 


Mr. Tarr. That is right. 
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Senator Futpricut. Per machine? 
Mr. Tarr. Per machine. 
Senator FuLtsricutr. That is practically double 
Myr. 7 AIT. Yes. These hew Dat hines are laster : 
sections and are larger. 

Senator Futsricur. Thank you very much, \i 
The prepared statement of Mr. Tait follows 
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t. The independence of this concern from any large concern. 

he above may be of a help to vour associates in formulating a guide rule 
which in turn would assist in regulating the maximum amount of a loan in each 
industry and to the various concerns which qualify in that industry. 


Your splendid way of conducting a hearing and vour courage of assuming the 
responsibility attached to this particular phase of the Government, should be 
commended. May you always have the wisdom you have shown and the courage 
to keep on striving to do the right thing in government, which is benefiting our 


Nation and which the future history of our country shall register. 
mincerely vours, 
Vocus MANUFACTURING Corp. 
Per SamvueEu Tarr. 


STATEMENT OF SAMUEL TAIT, JR., VOGUE MANUFACTURING CO., 
WEST CHESTER, PA. 


Senator FuLtsricur. Will you give your name to the reporter, please? 

Mr. Tarr (junior). Samuel Tait, Ji 

Senator FutBricnatr. You are the son of the previous witness? 

Mr. Tarr Gunior). Yes, sir, I am. 

Senator FutsBricutr. You are in the business? 

Mr. Tarr (junior). That is right, I am. 

Senator FutsBricgur. What would you care to say about the RFC? 

Mr. Tarr (junior). Well, I guess you might say my _ standpoint 
might be from a GI coming back. I had a kind of a rough time when 
I was overseas, and when I came back after the war i tried to get a 
place to live, and everything, and you walk in and ask for an apart- 
ment and people just laugh at you, and it made you sort of bitter. 
Then we found out we could get the veteran’s prio rity which enabled 
my brother and myself to get the two new hosiery machines to more or 
less start us in business. We erected this new mill at West Chester in 
the country, and put in our two new machines which we ran a part of 
the time; we fixed them, we did everything. 

nator Futsricur. Had you been in this business before the war? 

Mr. Tarr Gunior). Oh, yes. My dad has been in this business for 
10) years. 

Senator Futsriaur. Do vou know how to run the machines? 

Mr. Tarr Gjunior). Yes, run them, fix them, and in fact, in our 
place we do just about everything from the plumbing to the electrical 
work, and everything else. 

Sut at that time I did get the priority on the machines which en- 
abled us to start out. We had the two new machines and the four 
old machines at our old plant. Then we proceeded to enlarge our 
building at West Chester and to move our four old machines into the 
plant, along with what auxiliary equipment we might need. As [ say, 
we built the new building and we did all of this labor and we got to 
a certain point that we had the two new machines and the four old 
machines which, you can tell from my father, vou could not operate 
the old machines sufficiently enough to compete with other concerns. 
So we were at a point where we had to replace the four old machines 
with four new ones. 

When we went around to borrow money to replace those machines, 
we met with no success whatsoever until—I do not know if we had 
read it in the paper or something else—we thought we should try 
maybe the RFC. ‘They have come along and they have certainly 
helped us. We have modernized our ‘entire plant; in fact, we would 
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extend anyone of you an invitation to come and see our building as 
far as an example of a small, modern mill. It has put us in a com- 
petitive position, and we probably will get better as we get more along. 

Senator Futsricut. You can sell all you can make now’ 

Mr. Tarr (junior). Well, at the present time, we are se ling all we 
can make. Of course, your retail business is rather slow at this period, 
and everything else, but we are at a point—it is more or less a family 
business, we do all our own work; we are kind of proud of our product, 
and we try to put the best in it that we can. So the RFC has steppe d 
in and has helped us. We are in a unique position. We are going 
uphill in that we have this new stocking that with the machines we 
put in we can make it, and approximately 60 percent of the industry 
is not in a position to make this stocking. And in that 60 percent are 
some of the largest mills in the country. So even in marketing we are 
competing with them on this. It was difficult, and as far as we are 
concerned the RFC was really an assistance to us. 

Senator Futsricur. You do not have any doubt you can pay the 
RFC back? 

Mr. Tarr (junior). Well, we will pay them back. We signed a 
personal 

Senator Futsricur. If nothing drastic happens. 

Mr. Tarr (junior). In other words, if we had to work for nothing 
we would pay them back. That is the way we are. We will endeavor 
to pay that back. As far as your tax program is concerned, in roughly 
round figures, on our note we have to pay $1,500 a month plus interest. 
At the end of the year we pay the RFC 50 percent of our net profits 
after taxation, and that is deducting what we might have already paid, 
and that is including after taxation before depreciation. So that of 
every dollar if the corporation taxes take 50 or 60 percent of it, and then 
at the end of that year the RFC takes half of that 40 percent. In 
other words, that gives us 20 cents on the dollar that we can clear on 
our profits, but we will still do it because we want to pay the RFC 
back; they have been so wonderful to us. 

Senator Futsricut. Thank you very much, Mr. Tait. 

Mr. Tarr (junior). I might add one other thing, that all the men 
we did meet in the RFC I would say were above reproach. 

Senator FutBricut. Thank you very mates 

Mr. Coogan. 


STATEMENT OF THOMAS P. COOGAN, PAST PRESIDENT, AND 
VICE CHAIRMAN, MORTGAGE FINANCE COMMITTEE, NATIONAL 
ASSOCIATION OF HOME BUILDERS 


Senator Fun BRIGHT, Will you give your full name to the reporter, 
please, Mr. Coogan? 

Mr. Coogan. Thomas P. Coogan. I am the vice chairman of the 
Mortgage Finance Committee of the National Association of Home 
Builders. 

Senator Futspricut. How many people do you represent? 

Mr. Coocan. We have a membership of about 20,000 at the present 
time. 

Senator Futpricut. Twenty thousand in all States? 

Mr. Coogan. That is right. 
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Senator Futpricur. You may continue. 

Mr. CooGan. Our membership consists of the men who do the 
building of homes and I want to testify that RFC was a tremendous 
help to our industry during the past 5 or 6 years. 

Senator Futpricur. You mean the FNMA? 

Mr. CooGan. Not necessarily FNMA. I will exclude the FNMA 
operation from anything I have to say. 

Senator FuLtBrigur. How has the RFC been of benefit to you? 

Mr. CooGcan. Through construction financing. All of our housing 
projects require a great deal of what we call production capital or 
construction financing. Both the FHA and the VA mortgages do 
not come into being, do not become guaranteed or insured until 
the house is completed and the house sold. Up to that time it is a 
production credit risk, that is, the builder has to buy the land, build 
the house and find an acceptable purchaser before he creates a mort- 
rage that can be insured a vuarantee. 

During this period, and particularly during the housing emergency, 
the great housing shortage, it has been necessary to expand those 
facilities greatly to keep a large number of homes under construction. 
The money that was necessary for this purpose was not readily avail- 
able. 

Senator Futspricut. Why not? 

Mr. CooGan. Well, it is the tvpe of credit about which the banks 
do not seem to know much, Senator. Around various sections of the 
country the banks do not have officers that understand real estate 


mortgages or builder’s profits, and they just avoid it. 

Senator Futsricur. I thought all banks understood real estate 
mortgages. That is a large part of their business. 

Mr. Coogan. It is surprising, but I can name, oh, about 15 or 20 
banks, throughout the country that have been major participants in 
the financing of homes. The rest of it has been done by outside capital 
or private institutions. 

Senator Futsricur. Will you describe in detail just what happens 
there that is different from the average mortgage? I do not under- 
stand that, why a bank will not take that kind of risk. That is a 
short-term risk, Is it not? 

Mr. Coogan. It is a short-term risk. 

Senator Futsricutr. Normally for how long, 90 days or 60 days? 

Mr. CooGan. It is usually drawn from 6 to 9 months on a project. 

Senator Futsricutr. I do not understand why banks will not take 
that. It is like commercial paper of the highest kind. What happens 
to it? 

Mr. Coocan. Well, it is just an inherent fear. I think it is a 
carry-over from the 1929 collapse of’ the real estate mortgage bond 
market. A great many banks just will not touch them under any 
consideration. Others surround them with so many hedges—well, 
other banks in some communities where vou have a bank that is 
willing to go along partially the credit facilities or credit limitations 
prevent them from doing the entire financing. But in my home city 
of Miami, Fla., we had the highest per capita building of any city in 
the country, I think, for three consecutive years. The local big com- 
mercial banks did very little of the financing. The savings and loan 
associations, one or two of the smaller banks; also most of the financing 
was done through New York funds or through big firms like Investors 
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Syndicate of Minneapolis, groups that brought outside capital into 


the area in order to get construction financing. 

Senator FuLsricut. Where did RFC come into the picture? 

Mr. Coogan. We ran into this problem: At the time when the 
housing emerge ney was the greatest we found that all over the count ry 


projects were bogging down through lack of construction capital. 
The banks would not go into it. ‘The money was not available. At 
that time I was chairman of the mortgage finance committee and we 
went over to RFC. During the war [ lead personally made some 
REC loans for construction purposes. We found them very cooper- 
ative in working with them in evolving sort of a pattern. As L under- 
stood it they did not have any specific provision for making construc- 
tion loans. They had to sort of classify it as a business loan. We 
established a pattern with mortgagees. You see, the builder does 


not borrow direct. Most all builders building under the FHA or the 
VA program had to work under what they call an approved mort- 
gagee. That is a mortgage company that has the approvat of the 
Federal Housing Administration. They get their funds through this 
mortgagee, usually. 

What we did is set up a pattern where this mortgagee could borrow 
money from the RFC and then lend it out to the small builders in his 
community. It was a tremendous help. It was a tremendous help 
in two ways: It put money in the areas where it was not available. 
In other areas the banks that did not know and did not understand 
construction financing refused the loan at first. Then when RFC 
moved in and established the pattern and showed them the steps, the 
procedural steps, then sometimes the local banks stepped in and did 
take over the loan, which they would not have done had not RFC 
done the educational work of showing them how to operate and make 
a construction loan function. 

Senator FuLBricHT. Was this a relatively new procedure, or did this 
develop during the housing emergency? 

Mr. Coocan. That is right. We have never had such production 
of housing before. It was a new demand for credit 

Senator Futsricgur. Well, we will say, in 1935 or 1936 this s 
pattern was not followed? 

Mr. Coogan. No; it was not. The housing was on a smaller seale. 
We were only building about half the volume, and it was going 
through the commercial banks and through other facilities that were 
providing the money. After the war we had a great many people 
that thought the housing market was artificial. lt was 2 or 3 vears 


rt Ol 


before some of the banks realized that we were going to continue to 
build houses at the rate at which we were building them and we would 
find buyers for the houses. 

But there was a new demand for money. Asa matter of fact, at the 
present time we built so many houses last year we almost caused 
congestion on the permanent money market for mortgages. There 
just is not enough money to go around to finance the housing picture. 
At this time, which I will not bother you about, actually the insurance 
companies and the big investment institutions are committed to more 
mortgages than they have money to pay for them. They have to 
wait for new funds to come in to pick them up. Some of the insurance 
companies have to withdraw from the market. 
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Senator Futsricur. You mean mortgages that are now owned by 
FNMA? 

Mr. Coogan. No; FNMA’s mortgages will go out ina cycle. That 
is a cyclic operation. That is, as building gets 

Senator Futsricut. You say they have not picked them up. Who 
has them? 

Mr. Coocan. Mortgage companies, banks have them in warehouses. 
savings banks. We are continually finding new markets. 

Senator Fucsricut. What I mean about FNMA last vear—-well, 
this vear, too, I guess, but there was some criticism of not putting these 
mortgages back out into private hands. You think that is the reason, 
the funds just were not available? 

Mr. Coogan. No;I don’t think so. Asa matter of fact, by FNMA 
hanging on to the mortgages it made more funds available for the new 
mortgages. If you start to force the mortgages out of FNMA at the 
time when there is a shortage of money vou begin to soak up the funds 
that would be available for the new housing being constructed. 

Senator Futsrigut. Maybe I did not make myself clear. Those 
mortgages stayed in FNMA because there was not any money seeking 
investment, or not much. 

Mr. CooGan. That is right, because there was not a surplus. You 
would expect them to stay in a year in which we built 1.400.000 housing 
units. There were so many new mortgages created there was no reason 
to gointo FNMA. I predict that this fall there will be a sharp curtail- 
ment in housing, that the investment institutions will be back buying 
from FNMA as the new mortgage supply—— 

Senator Futsricut. Tell me this: Why is that not a proper function 
in that specialized field for the Housing Authority rather than REC? 

Mr. Coogan. The Housing Authority does have FNMA. That is 
why I want to distinguish and separate my— 

Senator FuLtsricur. But in this particular operation. As I under- 
stand it, this is for just the construction period prior to it being put 
on a guaranteed mortgage. 

Mr Coogan. That is right. 

Senator Futsricut. Why also, since it is housing that vou are 
particularly interested in, is not that a function for the Housing Au- 
thority rather than RFC? 

Mr. Coogan. Well, the FHA or the Housing and Home Finance 
Administrator actually loans no money. They just insure the mort- 
gage after it is completed. 

Senator FuLsricur. I agree with that, but why should it not be a 
proper function for him rather than RFC? I am just asking that 
hypothetical question. 

Mr. Coocan. I think it is his function. I think they are concerned 
about it but they have no money to loan. 

Senator Fu_sricur. If it was thought desirable and justified we 
could give them money just the same way as we give the RFC money. 

Mr. Coocan. You have RFC set up with regional offices and ex- 
perienced 

Senator Futsricur. Let me put it another way: Why could they 
not insure this particular operation with banks just as they insure the 
other mortgage? 

Mr. Coocan. Well. they do, under certain very limited cireum- 
stances, but they find it is very involved and very costly for a national 
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agency to insure the disbursal of funds to thousands of small con- 
tractors. The point I am trying to make is that by the mortgagee 
having a revolving credit from RFC he is able to help dozens of small 
builders. REC, 1 think you will find, has helped thousands of small 
builders who never knew they were helped because the big mortgagees 
borrowed the funds or established the credit, and they in turn fed it 
out to the builders. 

Senator Futsricut. There is no relationship between the builders 
and RFC, is there? 

Mr. Coocan. That is right. His note was probably in there col- 
lateralized with the mortgagee as security. 

Senator Futsriext. Do you know what volume of loans of this 
kind were made by RFC? 

Mr. Coogan. About 50 million. 

Senator Futspriesr. Over what period of time? 

Mr. Coocan. Oh, I would say, from the middle of 1948, from the 
time they started in that. 

Senator Futsricur. Do you know how much is outstanding at 
present? 

Mr. Coogan. I do not have an exact figure. 1 know they suffered 
ho losses. 

Senator FuLBriGHT. You say there are no losses? 

Mr. Coocan. I understand there have been no losses. 

Senator Futsricutr. They are classified as business loans? 

Mr. Coogan. That is right. 

Senator Fu_srieutr. | just thought there might be a breakdown. 
These are a rather specialized type of business loan. 

Mr. Coocan. It is a specialized type, and it is a very important 


one. Almost every other industry has a source of pro duction credit 
and we think that by-using the RFC as sort of a background it estab- 
lishes a pattern and the commercial banks gradually pick it up and 


} 
make it work. 


Senator Futsricur. Do you think the commercial banks, in a 
way, are approaching a period when they ought to take care of this 
particular need? 

Mr. CooGan. Not now. We find peculiar situations—for instance, 
sav 2 years ago, at the peak of our housing shortage the Housing and 
Home Finance Administration and everybody was urging us to 
produce houses. We had the bank examiners going around advising 
the national banks to curtail their construction loans; working at 
cross purposes. That was an actual fact 

Another problem we have sometimes, Senator, is the need for 
housing in areas where the money is least available. We do not have 
the problem with construction financing in Washington, Pennsylvania, 
New York, and New England, but we have tremendous problems in 
Florida, Georgia, Alabama, Texas, Arkansas, Oklahoma, and Cali- 
fornia. They depend so much on outside capital to finance their 
operations. They are expanding rapidly. There is a migration of 
people to these new areas. 

Senator Futsricur. Are the banks in cities like Washington and 
Philadelphia more accustomed to production loans? 

Mr. Coocan. No; but they are the source of money supply. They 
have large banks with huge deposits within their area. There are an 
awful] lot of simple loans that can be made. 
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Senator Futsricur. What is the interest rate on these loans? 

Mr. Coocan. Four percent. I am glad that came up because 
during these periods of tight money, they seem to be cyclic, every 
2 years we run into a tight money market in construction financing 
and some of the unethical lenders make a terrific job out of it. They 
extort high fees, high interest rates and bonuses in order to secure 
money. 

RFC has always loaned the money to the mortgagees at 4 percent 
with a stipulation that they have to in turn lend it at 4 percent. All 
they can make is their normal mortgagee’s fees for placing the mort- 
gage. So it hasa tendency to keep the fees down, to keep the interest 
rate down and make the money available at a reasonable interest 
rate. They have not permitted the mortgage companies to make 
any money interestwise on the money that they were reloaning. 

Senator Futsricar. They charge a standard fee? 

Mir. CooGan. It is a standard fee. The fee, as a matter of fact, 
is now fixed by law; both the FHA and the VA have regulations as 
to the amount of fee that can be charged the borrower and the builder. 

Senator Futsricur. | really have not paid any attention to this 
aspect of the problem. I do not know anything about it. 1 did 
not realize that that was a sigustioan! part of the building program. 
I had assumed that if there was such a problem the Housing and 
Home Finance Agency had taken care of it. 

Mr. CooGan. It is a tremendous part of it. 

Senator FuLtspricur. 1 was interested in the FNAIA pa of it as 
long as it was in RFC, but I did not realize this phase of | 

Mr. Coocan. This is another problem and it is quite important 
and is going to become increasingly important 

Senator Futprieur. You remind me of the problem that arose in 
connection with Lustron. One of the great difficulties was the finane- 
ine’ of the construction of the projects. | thought REC would not 
do it; was not that the ease in Fort Dix? There was a builder who 
had a contract, a proposed contract that he could have gotten for 
300 houses, but he was not able to get financing, interim financing, as 
I understood it. I did not know that RFC was engaged in that 
particular activity. 

Mir. Coocan. Thev are engaged indirectly, but it is a real problem 
and most everybody has had to get into it. This National Homes 
and other prefabricators, in order to successfully market—that has 
been a successful operation, by the way—has had to set up their own 
discount corporation to handle the interim financing from the time 
the house is started until vou have the insured or guaranteed mortgage 
which is marketable. There is a period of exposure there. In some 
areas it is a little harder to get funds than in some other areas. It 
varies from area to area. 

Senator Funsricur. In those cases the total cost of the whole 
project is borne by this financing. There is no equity cushion in 
that kind of a deal, is there? 

Mr. Coocan. Yes. 

Senator Futsricut. Where does that come from? 

Mr. Coogan. The builder provides that. The builder only gets 
about an 80 percent mortgage for construction purposes. He carries 
a margin in there to protect the bank or the lending institution. 

Senator FuLtsricut. He does? 
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Mr. CooGan. Yes; a very sizable margin. The standard practice 
is somewhere between 75 and 80 percent of the amount of the mortgage. 

Senator FutBricut. It seems to me that is all the more reason why 
the banks would be interested in advancing the money. 

Mr. Coocan. I have butted my head against that for vears and 
years. We even do an educational campaign with the banks. 

Senator Futsrieur. Nobody understands bankers; do they? 

Mr. CooGan. I don’t. 

Senator Futpricur. As I take it, then, you are testifving that you 
think this is a very important function of RFC and is a reason why it 
should not be abolished? 

Mr. CooGan. It is very important for the builders of the country 
and we are very anxious to have it continued and maintained. 

I would like to ask a couple of questions, if I may, Senator. 

You say in section 4 (a), page 6, “‘the substantial public interest. 

Senator Futsricur. In 8. 515? 

Mr. CooGan. Yes; vou have the phrase “the substantial public 
interest.””. Would the “substantial public interest’’ constitute a 
builder that had commitments either from the Veterans’ Adminis- 
tration or the FHA, would that be construed as a public interest? 

Senator Futsricur. Well, it is very difficult to detine that in the 
abstract. I would say, first, homes certainly are an activity which | 
consider to be in the public interest. It is in the public interest that 
people have houses as compared with, let us say, night clubs 

Mr. Coocan. That is right. 

Senator FuLBpricgur. When you pursue it on down to the particular 
function within that broad category it is likely to carry that justifi- 
cation all the way down. You get into this particular thing, and I 
confess | am not an expert on housing and I did not realize—I under- 
stand there are other people here that are on the housing committee 
who are quite familar with this aspect of it. [Thad not thought about 
it myse'f, but I would think that there would not be much danger of 
housing not being in the public interest or that there would be public 
interest involved. If there is something peculiar about the financing 
that may be a complication. 

Mr. Coocan. I thought because of the FHA and the VA the Hous- 
ing Agency would take all those things into consideration before they 
do issue a commitment, that is, the need for the home, the justification 
for it, and the location. 

Senator Futsricur. | think we can proceed on the theory that 
evervbody needs a home. 

Mr. Coocan. The other things, in the allocation of funds—yes, 
evervbody does need a home, I think I can go along with that. I 
think one of the greatest things we have done is to provide so many 
homes for the people. 

Senator Futsrianr. I do, too. We do not have any quarrel about 
that. Sometimes there is some criticism about some of the peculiar 
Ways or operations, we will Say, of section 608. Sometimes some of 
the builders take a little advantage of the public, I think, but that is a 
different matter. 

Mr. Coocan. Some people take advantage, but that is a highly 
overrated one. I own a section 608, Senator, and L wish somebody 
else had it, from beginning to end. 


”) 
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One other thing: In the allocation of funds in your bill S. 515 it 
says, “for construction purposes, $200,000.” Would that be the 
classification under which our construction loans would come? 

Senator Futsricur. Which page is that? 

Mr. Coocan. That is on page 9, section 4 (b), paragraph 4. 

Senator Futsricutr. That is $200 million. 

Mr. CooGcan. 200 million. 

Senator Futsricur. You said 200,000.” 

Mr. Dyas is here. Is that what that is, Mr. Dyas, industrial? 

Mr. Dyas. As I remember the language, it says “‘for construction 
purposes,”’ but it seems to refer to industrial construction. 

Mr. Coocan. That is the amount outstanding in different classi- 
fications. 

Senator Futspriaur. I am informed that is for public works, water- 
works, sewers, and so forth, is what that section relates to. 

Mr. Coocan. Then the funds that would be loaned under this 
program that I am talking about would be under the 40 million. 

Senator Futsricur. I understood you to say it was carried as a 
business loan. Is that right, Mr. Dyas? 

Mr. Dyas. Yes. 

Mr. Coocan. This does not come under those limitations? Then 
I am completely satisfied, if | have made my point about construction 
financing being a very important function. I think it is something 
that will come into play, Senator, periodically, and then it will dis- 
appear. There will be no need for it. Then you will find a recurrence 
of a demand for it in these cyclic swings. For instance, at the present 
time, if there is any need for housing you are going to find most of 
the commercial banks of the country loaned out as of today. They 
have huge inventory loans and most commercial banks, even though 
the y. wanted to make the loan do not have loanable funds. We do 
not want housing to have to come to a complete stop. 

Automobiles and almost every other highly produced article seems 
to develop some system for their production funds, but we in the 
building industry 

Senator Futsricut. Well, they have their own financing such as the 
General Motors Acceptance Corp. and Commercial Credit. 

Mr. Coogan. That is for the sale. They could get huge bank loans 
for their production financing. 

Senator Futspricut. Oh, yes, and they have the capital available. 

Mr. Coocan. We in our industry and a great many of the smaller 
builders do not have access to banks. When they go into a bank they 
scare a bank. The mortgagor understands them and he knows the 
protective devices; he can loan the money safe ly and use their collateral 
note at the bank and provide the housing. 

Senator Futsrieur. All right, Mr. Coogan, thank you very much. 

Mr. Coocan. Thank vou. 

Senator Futpricut. Mr. R. M. Small. 
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STATEMENT OF R. M. SMALL, PRESIDENT, ALEXANDRIA BUILD- 
ING SUPPLY CO., ALEXANDRIA, VA. 


Senator Futpricut. Mr. Small, would you be kind enough to 
identify yourself? 

Mr. SMatu. My name is R. M. Small. I am president of the 
Alexandria Building Supply Co. which manufactures cinder block and 
sells and distributes building material. 

Senator FuLtprieur. Are you a borrower from RFC? 

Mr. SMALL. Yes, sir. 

Senator Futpricgut. Would you like to describe your experience 
with them? 

Mr. Smauu. Yes. I was in the Army and the Army left me almost 
penniless. 

Senator FuLpricut. You mean they took away what you had? 

Mr. SMALL. Yes, sir. 

Senator FuLtprigur. How is that? 

Mr. SMauu. Do you want me to go back a little? 

Senator FuLtsricutr. Well, maybe we should not digress. I was 
just curious. 

Mr. SMauu. It probably would not take but just a few minutes. | 
could give you that if you think it would be of any value to the com- 
mittee. 

Senator FuLtpricur. But it has nothing to do with RFC. We 
could go back to that if we have time. I have an appointment at 
1 o’clock, so if we have time we will return to it. 

Will vou first tell us about RFC and then, time permitting, we will 
go back to the point you just mentioned. 

Mr. SmMauu. Yes, sir. 

The reason I thought it might be desirable to tell that is because it 
affected my borrowing capacity in a way that is connected with the 
fact that we did borrow from the RFC. 

But coming out of the Army I had decided to go back into the 
business I had been in previous to the war which had been successful, 
and I did not have very much money, as I said. We organized a 
company that was composed mostly of my friends, a good many 
people with whom I had worked and had been with in the Army and 
for a couple of vears after 1 came out of the Army. We got together 
and raised $100,000. We needed about $200,000 to start the venture. 

Senator Futsricur. This is building supplies? 

Mr. SMALL. Yes, sir. So we approached a good many banks locally 
with the view of making a loan for the additional capital that we 
needed, but in each instance our application was declined because 
they said they did not make that type of loan, it was a risk loan, that 
it would be a long-term loan. 

Senator Futseaicgur. How much time did vou want? 

Mr. Smauu. Oh, all we could get, not less than 5 years. We knew 
that it would take that long to get organized. 

Senator Futsricutr. You and your friends put up $100,000 in cash? 

Mr. Smauu. Yes, sir. 

Senator Futsrieaur. And you had to have another $100,000? 

Mr. SmMauu. Yes. 

Senator Futsrigur. And you tried to borrow from the banks? 

Mr. Smauu. That is correct. 
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Senator Futprieut. Here locally in Washington? 

Mr. SMauu. Yes. 

Senator Futprigutr. And Alexandria? 

Mr. Smauu. Alexandria and in Washington. 

Senator Futsriest. And they would not loan it to you at all? 

Mr. Smauu. No, sir. 

Senator Futsricutr. There was no argument on the interest rate? 

Mr. Smauy. They discussed, though never definitely committed 
themselves, the general idea of loaning us around $40,000 or $50,000, 
but it would have been disastrous to have started a job with insufficient 
money to carry it through. That was nearest that anyone got to 
letting us have any money at all. 

Senator FuLsricHt. Go ahead. 

Mr. SMALL. So, we managed to negotiate a loan with the RFC 

Senator Futprigut. When was this? 

Mr. Smauu. This was in 1946 or 1947. We managed to negotiate 
a loan with the RFC; and, with that money available and with what 
we were able to raise, we felt that we could go ahead. 

Senator Futsriear. What did you get, $100,000? 

Mr. Smatu. We got $100,000 from the RFC, which, together with 
the $100,000 we had, made $200,000. We had designed a plant 
which we thought would cost about $175,000, but every item that 
went into that plant was actually billed to us at a considerably higher 
price than when we purchased, due to the fact that at that time all 
sellers were using escalator clauses which stated the price would be 
changed to that in effect at the time of delivery. A good deal of the 
equipment could not be delivered for 18 months, and during that 
time we almost went broke waiting for material to come in. 

So that finally we did get into operation in the summer of 1948. 

Senator Futsrigur. Making cinder blocks? 

Mr. SmMauu. Yes. 

Senator FuLtsricutr. Where is the plant, in Alexandria? 

Mir. Smauu. In Alexandria. We had ae vusted ourselves physi- 
callv in the process and had no operating capital to work o1 In the 
building business it is necessary to carry the builders, avons they 
never have any money, either. So that we were confronted 

Senator Futspriegnut. Why do not builders have any money’ 
They should have money. Do the bankers take all the profits? 

Mir. Smaup. I don’t know, but they all have Cadillac automobiles 
and can’t pay their bills. I do not know why. But we were con- 
fronted with the necessity of purchasing supplies, paying freight, 
paving labor bills, getting into production and holding those blocks 
until they were marketable and selling them to contractors and 
carrying the contractors’ paper from 15 to 90 days to get our money 
back, and we had no money with which to do that. 

Again every effort to borrow money from every source, including 
the RFC, was unsuccessful. We decided to stay on until the sheriff 
put us out. 

Another difficulty we had at that time was that cement was short. 
The capacity for produci ing cement in this country has been inade- 
quate for the production program that has been going on in the last 
2 years; so we could not buy cement, and we actually sat around idle 
a good deal of the time during the first 6 months of our life waiting on 
cement which never came in. We were in rather desperate circum- 
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stances after 6 months of operation, and we had lost $20,000 which 
we did not have to begin with. The outlook for making any money 
continued to get worse all the time and winter was upon us, which of 
course meant we could work very little in the sale of these materials 
which was restricted by bad weather. But we staved on. 

The opportunity arose to buy building materials which, for some 
unknown reason, we were able to buy from some of the large com 
panies on credit, to be paid on the 10th of the following month We 
took a chance on buying a good many with the view of selling them 
in the hope that we could collect from the people we sold them to in 
time to pay the bills for them, and we were lucky in that we did 
get by with that So we began to make some monev selling building 
materials which largely offset the operating deficit of the block plant 
The situation in the block business was verv severe during that 
particular period, due, | think mostly to the restriction on cred 
generally, 

$v the summer of the following vear we had 
we were nearly breaking even, which made us feel a ¢ 

Senator Futsricut. By just dealing in materials: is that right’ 

Mr. Smauu. Yes, sir. I think it was 2 vears ago in June that we 
earned our first profit, which was $42 on something like S40 000 
worth of business a month. Meanwhile, for 4 vears I had not drawn 
any salary or compensation of any kind | had eer the Army 
and, of course, as a private, | did not make a ¢ 
My condition was vetting pretty acute, too But 


ed deal, eithes 
we continued 
improve. We built up our business, particularly in. the 

building materials, until now we are on a pretty solid 

not think our competitors could unseat us, regardless of 

tually might take place, We are making money and payvit 

of our debts except the RFC—well, we are paving 

according to schedule, and all of our other bills are curré 

doine around $60,000 to $75,000 of business a month 

we are an asset to the community. We have don 

hard work, and in 445 vears I have not missed a day’s work, not 
including Sundays. I suppose | have averaged around 18 hor 
dav, and we have almost vertiably built our plant on Saturdays, 
Sundays, and after working hours, doing most of the la 


] 
or ourselves, 


I think, if the war picture does not interrupt us too severely, tha 
we will be a company doing several million dollars’ worth of business 
a vear within 2 or 3 vears. 

The point | wanted to bring out was this was all made possible by 
virtue of the fact that the RFC did make us a loan when we were 
unable to get it from any other source. 

Senator Futsricur. They loaned vou $100,000 and never did lend 
vou any more? 

Mir. SMALL. No; but we could have certainly used some more, all 
right. It would have been to their interest as well as ours had they 
done that, but we were never able to make them see that. It is of 
little point to put forth just enough effort to not quite do a iob if it 
takes a lithe more money or a little more work to get 
has to be done. 

Senator Futrricutr. Is that plant now operating? 

Mr. SmMauu. Yes; it is. 

Senator Futsricut. Is it earning a profit? 


+ 


the job done that 
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Mr. Smatu. It is on a profit-earning basis now. During all of last 
vear cinder blocks were in very acute supply here. I suppose we could 
have kicked the price up and made a good deal of money out of it 
because people often came to us and offered us 35 or 40 cents apiece 
for them and our standard price was 21, and that is what we sold it for. 

Senator Futsriacut. Do vou still sell them at 21? 

Mr. Smautu. Yes. That is too cheap for the conditions that we 
operate under, but a combination of circumstances has set. that price 
here. 

Senator Futsricut. I notice they use them an awful lot. Do they 
stand up as well as brick? 

Mr. Smauu. Oh, ves. They are superior to brick for certain pur- 
poses. A cinder block is a better insulator. It is also far more 
economical. You can build about three times as much wall with 
the same amount of money using cinder block as vou can with brick. 
As I said, it is a better insulator and is better from an acoustical stand- 
point. <A building consisting of brick exterior, the balance of the 
masonry consisting of cinder block is far superior to any other type 
of building and costs infinitely less. 

Senator Futsricut. Better than straight brick? 

Mr. Smauu. Yes, sir. There is no question that cinder block is 
here to stay. It is a going industry, and as methods of production 
improve and the quality of the product improves | think that the 
industry will expand greatly. 

Senator Futsricur. What is the main ingredient when they say 
cinders’? Are those actual cinders, from what source? 

Mr. Smauu. The answer to that question constitutes the answer 
to my previous statement, that we suffer under a supreme handicap 
in the Washington area in the production of cinder blocks. They are 
made from cinders. The trend toward the use of fuel oil and pulver- 
ized coal for power and heat purposes has practically eliminated the 
production of cinders in this country, so that the cinders being used 
in cinder blocks are scarce. There are scarcely any produced in the 
Washington area, and the ones that are available are the ones that 
were accumulated during the past from power plants and mines up in 
the Pennsylvania region. We have to ship our materials in from 
Pennsylvania to make cinder blocks here. There are a good many 
manufacturers in the area from which our cinders come that manu- 
facture blocks up there and ship the cinder blocks down here. 

Due to the fact that cinders always have to be transported by rail, 
and the cinder blocks are transported by trucks, and in view of the 
fact that the trucking industry is so much more progressive than 
the rail industry, they have actually developed an advantage over us. 
We ship the raw materials in by freight and sell on the local market. 
They manufacture the cinder blocks up there and ship the cinder 
blocks in by truck, and that has caused the market here to be contested 
by outside producers as well as local producers, and the situation has 
been very severe. 

Since the war, I think there were about 10 plants that endeavored 
to get under way. I do not believe any of them were as poverty- 
stricken as we were. All of them failed except us. 

Senator Futsrient. All of them failed except you? 

Mr. SMauu. Yes, sir. We alone survived. 

Senator FuLtpricur. You are the only one in Alexandria that makes 
cinder blocks? 


es 
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Mr. SMauu. Yes, sir. I was speaking of the Washington area 

Senator Fu_sricur. Of the whole Washington area? 

Mr. SMALL. Yes, sir. 

Senator Futsricur. Is that right? 

Mr. Smatu. Yes, It is a rough business. 

Senator Futsriecur. And the supply for you comes from Penn- 
sylvania by truck? 

Mr. SMatu. No, there are mn local producers. There are a num- 
ber of cinder-block plants here in Washington that are larger than 
we are. 

Senator FuLtprieur. Oh, vou are the only one of the new ones that 
survived. 

Mr. SMAuu. Yes; that is night. 

Senator Futsrienut. The others had already been established? 

Mr. Smauy. Yes; the old-established firms have a number of inside 
advantages over us, among which is the fact that they do get local 
cinders when they are available at less than half the price see the 
shipped-in cinders. In addition to that, they buy their cement from 
companies who have an advantage of price. We pay a higher price 
for cement and we pay a higher price for cinders, and we suffer a 
higher tax than any of our competitors. 

Senator Futspricur. A higher tax? 

Mr. SMALL. Yes, sir. 

Senator Futprigut. What kind of tax? 

Mr. SMmauu. Personal property and real-estate tax 

Senator Futsricur. Why is that? 


Mr. Smauu. Because everything in our books was put on there at 


the highest price conceivable. Most of their assets were put on their 


books at a low price, so they are not appraised as high as we are. 

Senator FuLtspriacut. Do any of these new ones that went 
have any RFC loans, do you know? 

Mr. Smauu. I do not believe so. I think that we were the only one. 

Senator Futsricnr. You mentioned the tax business. Actually, 
for your purposes while you needed and had to have the RFC 
a little more equitable tax treatment would be more beneficial t 
in the long run than the loan, would it not? 

Mr. Smautu. There would not have been any occasion for any kind 
of tax treatment if the loan had not come first, Senator. 

Senator FuLtgricut. You would not have had an opportunity. 

Mr. SmMauy. That is right. 

Senator Futpricur. Well, I can say that that is true. However. 
1 have often thought this, that the fact the prospect of a new business 
is so dim and because taxes are so high is one reason they cannot get 
along. 

Mr. SMa. It is. 

Senator Futspricut. The chances for a new business to make good 
are much less with the kind of taxes they have to pay, is it not? 

Mr. Smauy. That is true. Most any man that you approach with 
the view of raising capital takes that viewpoint. 

Senator FuLtpricutr. You would sum it up that you think the RFC 
plays a very important part in the enabling of new businesses to get 
started? y 

Mr. Sma... Yes, sir, I do. 


broke 


le an, 
you 
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Senator FuLsricatr. You think that it ought to be-continued? 

Mir. Smauu. I think it should. 

Senator Futsricur. What do you think about any limit on the 
size of the loans? Do you have any-ideas on that? 

Mr. Smautu. That is outside the sphere of my normal thinking. I 
am quite sure that most any loan they would make would be as big 
as any that I should ever want to get from them. I think some effort 
should be made to eliminate the favoritism that was brought out in 
the recent investigations. 

Senator Futsricut. We think we are making progress. 

Mr. Smauu. But that is a mighty big job, Senator, I am afraid. 
Graft and fraud have become so prevalent in American life that you 
almost have to rebuild the country right now, I am afraid, to clear 
things up on that score. 

Senator Futsricut. In the procurement of your loan did you run 
into any evidences of this at all? 

Mr. Smauu. No, none whatsoever with the RFC. I think that they 
were as conservative and as strict in their procedure as any bank 
could have possibly been. 

Senator Futsricut. In what office did you apply? 

Mr. Smauy. Richmond. We have run into some pretty rough 
things on other counts. As a businessman, it is always a little 
amusing to me how business people in general can accuse anybody 
else of bad ethics, because they become pretty rough in the business 
world. 

Senator Fuisricut. They are pretty rough on us _ politicians. 
They accuse us of everything. 

Mr. SmMauu. You have a long way to go to catch up with business 
people, sir. 

Senator FuLtsricut. What, for example, sir, did you have in mind? 

Mr. Smauu. I can recite a lot of instances. The efforts of our 
competitors to drive us out of business by endeavoring to cut off 
our supply of materials and by circulating false rumors with regard 
to our liability, by cutting prices on jobs they knew we were figuring 
in for the purpose of beating us out. They could not make any 
money at the prices they were quoting. There is just one normal 
standard tactic that is considered a good business practice, to take 
advantage of a man if you think you are sure you can beat him; in 
other words, hitting when a man is down. 

Only a person who has been subjected to that kind of treatment, 
who was confronted with the real possibility of failure, and that is a 
type of individual toward whom such conduct is always directed. 

Another thing—well, I do not think I should take the committee’s 
time. I can spend the rest of the day here telling you of deals that 
I thought were unethical. 

Senator Futsricut. Well, I thought you might outline one or two 
that particularly illustrated your point. 

Mr. Smauu. There is one that I would like to tell, but I do not think 
I should. 

Senator Futsricut. Well, go ahead. 

Mr. Smauu. This is from the standpoint of self-interest. The battle 
is not over yet, and we are going to fight it until the last round of 
ammunition is exhausted, and to discuss the matter at this time may 
not be timely, but if it were all over I would like to tell that just to 
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show vou how low some people get in their business dealings, that is, 
prominent, well-to-do people who have no reason to stoop to such 
measures to make a few dollars. 

Senator Futsrient. It is just a matter of habit, I guess. 

Mr. Smauu. I think it is habit. 

Senator Futsricur. I think they often do things as a matter of 
habit. 

Mr. Smauu. Habit is a very important factor in the activities of 
us all. 

Senator Futsricur. There is one thing I might ask vou about 
You heard the testimony of the previous witness, Mr. Coogan, did 
you not? 

Mr. Smauu. Yes, sir. 

Senator Futsricur. Do you run into that particular problem in 
building, if you play a part in buil ding? Have vou noticed the 
operation of RFC in interim financing? 

Mr. SMmauu. We are not generally aware of the source of the custom- 
er’s money, although we do frequently make investigations as to his 
method of financing to see whether or not we feel it is reasonably safe 
to extend him credit. However, the rate at which our bills are being 
paid since the first of the vear indicates that something is wrong some- 
where down the line on the cre dit story. 

Senator Futsprieut. It is slow? 

Mr. SMaAuu. Yes; it is slow. 

Senator Futpricut. Your purchaser is a builder himself, is he not? 

Mr. Smauu. That is right. 

Senator FULBRIGHT. . You look to him; you do not look to the mort- 
gagee for your money; vou look to the builder. 

Mr. SMALL. Yes, we heck to the builder. 

Senator FuLtspricgut. You say they are chronically slow payers? 

Mr. Smauy. No, I did not say they were chronically slow, although 
in my earlier testimony I made the statement that they are not too 
prompt. Right now they are more slow than normal. Perhaps | 
would not be far wrong to say they are chronically slow. 

Senator Futsricut. | do not want to put words in vour mouth. 

Mr. Smauu. I have to tell these people out here or | would not want 
to get too much publicity on that remark. 

Senator Futsricutr. Where is the profit in building? Is it the 
builder, or who really makes the money out of building? It is reputed 
to be a very costly business. The cost of housing is awfully high. 

Mr. SMatt. That is what I would like to know, and that is where 
I would try to get if I did. The building supply man does not. He 
operates on a margin that is so low that if | were to tell you vou would 
doubt my veracity, so I will not, but the builders generally do make 
pretty good money. 

Senator Futsricur. The builders. 

Mr. Smauvu. It depends upon the price trends during the construe- 
tion period. If a man takes a contract at a time when prices are high, 
and there is a general deflation of prices during the time that he has 
actually constructed, he will make good money. On the other hand, 
if he takes the job when things are slow and bids very competitively 
to get it, then business picks up a little bit so that he pays generalls 
higher for materials and labor than he antic ipated, he will not. It is 
all a little risky. 
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Senator Futsricur. It is speculative. 

Mr. Smauu. But the builders have fared pretty well in the last few 
years, it is my observation. Furthermore, the laboring people come 
out pretty good in building. A bricklayer makes $29 a day, and they 
work 8 hours, and if they “have a brick halfway in the wall when the 
whistle blows that is as far as it ever gets. 

Senator Futpricutr. $29 a day for 8 hours. 

Mr. Sau. Yes. 

Senator Futpricar. Is that standard? 

Mr. Smauu. Time and a half for overtime and double time for 
Sundays. If I had made as much money for the time that I have 
worked as a bricklayer makes I could pay the RFC off, I believe. 

Senator FuLpricut. So you would be better off laying bricks than 
trying to operate a company? 

Mr. Smauu. I believe so. 

Senator FuLtsricur. Would you care to tell me what you started 
out to tell me? Do you have anything further on the REC itself? 
By the way, have you read the bill, S. 515? Are you familiar with it? 

Mr. Smauu. I have not read the entire bill. 

Senator FuLsrigutr. Do you have any comment to make on it? 

Mr. Smauu. No, sir. I am not in a position to comment on it; 
I have not read the bill in its entirety. 

Senator Fu_tsricur. Your testimony is you think that RFC played 
an important part in helping you establish a business, and you belie ‘ve 
you are making a contribution to the economy of your community? 

Mr. Smauu. I think that is correct, sir. 

Senator Fu_sricnt. What did you start to say, if you care to tell 
the committee, in your initial statement which we delayed until now? 

Mr. Smauu. I was going to account for the fact that my borrowing 
capacity was so low when I undertook this business. 

I was a graduate from school in 1932 in engineering, and out of 50 
applications for a job at that time I did not receive “the courtesy of 
a single reply from any employer. 

Senator FuLtsrieut. In 1932? 

Mr. SMauu. Yes. 

Senator Futsriegut. What school did you graduate from? 

Mr. Smauu. Georgia Tech. 

Senator Futsprieut. In civil engineering? 

Mr. Smati. Mechanical. 

Senator Futsrieutr. Mechanical engineering? 

Mr. SMALL. Yes, sir. 

Senator Futsrigut. Go ahead. 

Mr. SMauu. So I managed to borrow enough money from home, 
I thought, but I got as far as Chattanooga, and I stopped there to 
visit some people I knew, and looked for a job while I was there. 
Every plant and every business house in town had a sign on it, 
“Do not enter, no help wanted.”’ You entered one of those buildings 
looking for a job with almost certain knowledge of a severe rebuke for 
going in. But nevertheless since the only injury involved was being 
refused I kept on trying. I tried to get a job there for about a month 
without success. 

Senator Futsricur. This was in 1932? 

Mr. SmMatu. This is in 1932. 
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So one day I was on the mountain and I noticed that the sandstone 
rock up there was rather easily crushed down to what appeared 
to be a good grade of sand, so I decided to see if | could dig some sand 
and sell it. I started doing that. For about a year I worked at that 
job and hired others to help me when the business began to develop a 
little bit, and we managed to develop a pretty good quantity of 
business. But the method was too costly; it was all hand labor, and 
we were unable—at least I was—to get any capital whatsoever to 
mechanize. I was in debt from having gone to school to such an 
extent that I could not have borrowed any more money. So I de- 
cided to dispense with the general idea of producing sand until I 
could get my school debt paid off until 1 was able to raise enough 
capital to go into it on a mechanized basis. 

so | went to work as a common laborer for Armour Packing Co 
unloading carload shipments of meat. I averaged between $7 and 
$12 a week. 

Senator Futspricur. A week? 

Mr. SMALL. Yes, sir. 

| worked there for some time until I got one promotion after another, 
and after 6 years of various work of one type or ma r, | had finally 
reached a position as an engineer with the Tennessee Valley Authority 
in the construction of dams in the Tennessee River Basin at $200 a 
month. My average income over that period was perhaps less than 
than $100 a month. But I had saved in excess of 50 percent of my 
total income over that entire period, repaid $4,000 in money that I 
had borrowed to go to school, and decided that 1 was probably back 
in shape to go into business again. 

During that 6-vear period I had spent all my free time investigating 
the potentialities of this sand; making tests, submitting samples to 

various chemical firms for analysis, studying the geology of the 
ground, and all other information that would be pertinent toward 
establishing a business when I could get around to it. 

In 1938 I was able to make arrangements with the Chattanooga 
Glass Co., which is a large firm in Chattanooga, to allow me to pro- 
duce 100 tons of sand which would be used in their furnaces for making 
glass, with the view that if it was successful we would pick up from 
there and see what we could do with it. 

I went out to the junk vard and bought all the gas burners I could 
find and some steel plate and rigged up a home-made furnace to dry 
this material. I rented a feed grinder to crush it; bought a little fan 
like they use in grain houses to clean seed to size it and produced 
100 tons. Mr. Settles, who was general manager of the glass com- 
pany, said that he had little confidence in the success of the experi- 
ment, but was making it primarily out of respect for my determination 
and perseverance in the matter. We made the test and much to 
their surprise, and a little to mine, the sand proved highly suecessful. 

Senator Futsricur. For glass making? 

Mr. Smauyi. For making glass. In 40 vears the sand for making 
glass in that loc 7 had been imported from the neighborhood of 
Florida and south ( reorgia, and the freight rate on it was around 
$3.50 a ton, plus the fact that it cost in excess of $1 a ton at its source. 
This sand could be produced for around $2.50 a ton, which would 
represent a net saving of $2 a ton to them on their glass, and they 
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used, I believe, about 200,000 tons a year. It would mean a net 
saving to the glass company of $400,000 a vear. 

So they proposed they would supply the capital for building a plant 
to go into the production of sand. Without my knowing, the reports 
of this test had leaked out to others, among whom was a Pittsburgh 
firm who has a subsidiary in Nashville, Tenn., known as the Canon 
River Sand & Gravel Co. They went to the glass company and 
proposed that they would build a plant with their own capital to 
produce that sand for them, the result of which was that the glass 
company withdrew their offer to me and I was pushed out with 6 years 
of work and nothing to show for it. 

But I decided that | would not accept defeat in the matter, so I had 
accumulated some borrowing capacity at least in the paying off of the 
debts that I owed, and managed to start producing from this source for 
construction purposes. The primary difference in the two sands is in 
the degree of refinement. I did not have capital to get the equipment 
that would be necessary to refine the sand the way it would be suitable 
for making glass, but it could be used for construction purposes. 

So in 1989 I went into business with that background, and for a year 
and a half I was on the verge of going under all the time for the simple 
reason that the railroads reduced their rates on the sand that I was 
competing with. It was being shipped into Chattanooga also, and it 
almost put me out of business. But by a combination of improve- 
ments we finally were able to get on a profit-earning basis, so that in 
1940 we were out of the red. 

In 1940 and 1941 business grew until where I had more than 90 
percent of the total construction sand, that is, of this particular type, 
in Chattanooga, and had a profitable business, and decided to go into 
the production of cinder blocks. There was an adequate supply of 
cinders produced in Chattanooga, and the market was good because 
they went over the fence there. 

This was in the fall of 1941. The war, of course, started December 
8, when Pearl Harbor was attacked, or actually, it was considered 
officially started, and it was not in perhaps reality a vear old then. 
But I was immediately drafted into the Army and allowed only a few 
days to liquidate. The equipment that I had was all special type of 
equipment and was difficult to liquidate, and when I had completed 
liquidating, I had practically no net assets left. I went into the 
Army as a buck private and staved there for a year and a half, during 
which time I think I contributed more to cleaning up the Army than 
any man that was ever in it. It is pretty clean vet, | think. 

Senator Futsricut. What do vou mean, how did vou contribute? 

Mr. Smauu. The toilets, the mess halls, parade grounds, and every- 
thing that was dirty, they put me to cleaning it, and I spent a lot of 
time and effort at it. But after about a vear and a half the country 
realized that it had too many technical men in the Army whose talents 
were not being properly utilized. I was a prime example of that, 
because | was teaching first aid, as a mechanical engineer. 

Some examinations were given and | took one and made a good 
grade on it and was sent to VPI to take a refresher course in engi- 
neering. It had actually been 10 years that [ had seen an engineering 
book or worked an engineering problem and I was in a class with 
mostly boys who were out of school. It was a fast review course 
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which covered most of the more technical phases of mechanical engi- 
neering in the matter of a few months. It was almost like learning 
it over entirely again, bat I averaged about 99.5, I think, on all tests 
and examinations for the period. So they gave me a job as an 
instructor at VPI. I taught there for some time and was then 
transferred to the War Department as an engineer in the develop- 
ment of tanks. Our tanks were considerably behind the German 
tanks at that time, so they were pushing the development of tanks 
and I worked at that. That is where I met the various friends that 
I knew who put up the additional capital that we have in this busi- 
ness. I entered the business without any money at all, except the 
few dollars | had been able to save from the time | actually rot out 
of the Army until this business started, which was about a vear, 
during which time I saved about $2,500 out of my salary that vear, 
and that is what I went into the business on with the RFC’s help. 

Senator Futpricut. That is a very interesting story 

When you were in Chattanooga, did you apply for a loan with 
the RFC? 

Mr. Smauyu. No; I did not. 

Senator Futsricut. I just wondered if you had 

Mr. Smauu. I had practically ho assets. 

Senator Futsricur. That is right; vou said you did not have anv 
assets to start with. 

Mr. Smauu. I did not. It was not a question of how much money 
I could get; it was how long I could hold my credit. I had borrowed 
money to go to school, and it was not only a question of raising money 
to start a business that was keeping them off of me until I could get to 
making some to repay some of that. 

Senator FuLtpricur. That is a very interesting story. In your case 
the RFC was a godsend, to get you started, was it not? 

Mr. Smauu. They were; yes, sir. 

Senator Futprigut. I appreciate very much your taking the time 
to come in and give the committee an account of vour experiences and 
your views about the RFC. Do you have any further comments 
to make? 

Mr. Smauu. No; except that I do feel the RFC has contributed a 
very constructive influence in the preservation of the independent 
businessman and the small-business man which I think is an important 
phase of our over-all economy. 

Senator Futsricgut. Thank you very much, Mr. Small. 

The committee will now recess until tomorrow morning at 10 
o'clock. 

(Whereupon, at 12:35 p. m., the committee recessed until 10 a. m., 
Wednesday, May 23, 1951. 
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UniIrep Srares SENATE, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washi? gto? ; re 

The committee met, pursuant to recess, at 10 a. m., in room 312, 
Senate Office Building, Senator J. William Fulbright 
presiding. 

Present: Senators Fulbright, Douglas, and Schoeppel. 

Senator Futsriacur. For the benefit of the witnesses, | hope vou 
have written statements. I am sure much of this material will be 
quite similar. We have quite a number of witnesses, and I have to 
close the hearings at 1 o’clock today because I have other conflicting 
engagements, particularly the Bradley hearing this afternoon. 

Mr. Howard J. Stoddard, will you identify yourself for the record, 
please. 


acting chairman 


STATEMENT BY HOWARD J. STODDARD, PRESIDENT, MICHIGAN 
NATIONAL BANK, LANSING, MICH. 


Mr. Sropparp. Howard J. Stoddard, president, Michigan National 
Bank, Lansing, Mich. 

Senator Futsricur. Mr. Stoddard, with your permission I would 
like to adopt a procedure that we usually follow, and that is to put 
vour entire statement in the record and ask you to emphasize the 
particular points you think are oustanding and of particular interest 
to the committee. Would that be agreeable to you. 

Mr. Sropparpb. Anything that vou wish is entirely agreeabl 


es if 


Senator Futpricur. First, do you direct vour testimony primarily 
to the Byrd bill, that is the question of the continuation of the RFC? 

Mr. Sropparp. Yes; I do. 

Senator Futsricur. Do you have any particular comment on 5. 
515, that is, the bill of the subcommittee? Have vou studied it and 
wish to discuss it? 

Mr. Sropparp. No; IT have not studied the bill itself, but in con- 
versation had with Mr. Cosgriff, who for a time was a Director of the 
RFC, | indicated to him that I was entirely in favor of continuing the 
life of the RFC, and I gave him my reasons for so doing. He then 


-* 


suggested to me, he said, If the committee would like to hear from 
you, I would be glad to have you come and tell them what you told me. 

Senator Futsricur. I appreciate that very much. 

We have several bills, as you know; as to whether or not it should 
be continued, and, assuming it will be continued, is this a good bill for 
the reorganization of the machinery, so that was the only reason | 
asked vou that question. 
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We would be very interested to know why you think it should be 
continued, 

Mr. Sropparp. If it is all right, Senator, I should like to give the 
background, first. 

Some 17 years ago I was connected with the RFC as an examiner. 
My specific duty was to go to Detroit, Mich., at which time there had 
been a virtual collapse of all the banks in that State, and T went there 
for the purpose of engaging in bank reorganization. We formed one 
new bank in Michigan, now known as the National Bank of Detroit, 
which has since become the fourteenth largest bank in the Nation. 
The RFC put in half the stock in the form of preferred, and the 

common stock was taken up by large interests in Detroit. 

The two large banks in Detroit which had been closed represented 
the two largest bank failures, I presume, in the history of the country. 
The new bank got under way, and the RFC made a loan to one of the 
closed banks in excess of $150 million, and to another in excess of 
$50 million. My work was in connection with that type of operation. 

The new bank pot under way, and in a short time proved to be 
very successful. In addition to the money created through the loans 
to the closed banks, which money was put to the benefit of the de- 
positors in the new bank. The new bank also bought many assets 
from the old bank, so as a result ina very few vears the traces of this 
bank collapse in Michigan had been obliterated. 

Following my work in Detroit we had about 50 or 60 banks out of 
State, and in all the key cities in Michigan the banks had closed. In 
many cities banks were closed for as long as 3, 4 and 5 months. In 
large cities, such as Grand Rapids, there was only one small bank for 
a period of more than a vear. So the REC steoped in, and all these 
cases followed a pattern. They put up half the capital in preferred 
stock: we got local people to put uo the other half in common; formed 
the new bank and made loans to the closed banks and went on our 
way, with the result that in a 10-year period the banks were 
successful. | believe every loan made to a closed bank had been 
repaid in full, and with one or two exceptions all the preferred stock 
had been retired. In other words, over a billion dollars was utilized 
by the RFC in rehabilitating the banking structure in Michigan. 

As a result of that operation, I do not think there was a penny of 
loss to the RFC. As a matter of fact, it made a substantial profit 
from the income it received either on the loans or the pre ferred stock 
So the operation in the State of Michigan of the RFC for the period 
1933 down to the present time has been a very successful operation. 

Senator Fuisricur. Mr. Stoddard, I think the question of its 
operation in an emergency period such as the 1931-32 period is a 
little different from the one that we are particularly concerned with. 
I believe that even though you now support the bills to abolish the 
RFC we will say that “Oh, of course, if we have another depression, 
and we hi ave difficulty, we would have to revive it.”” 1 believe they 
would. But we think that that is so remote that th: at is not necessary 
to consider. I do not agree with that. The committee in 1948 took 
the view that because of the possibilits of the occurrence of a de 
pression we ought to keep the RFC in being. I may say that was a 
Republican Congress at that time and I was a minor and new member 
of the committee, and recall the discussions that went on. 
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I think the point we would particularly like to have your observa- 
tions about right now is this question of just ordinary business lending 
in, we will call it, a period of normalcy. You are experienced with it, 
and | think your observations will be very significant to the committee. 

Mr. Sropparp. I would first like to say just because the fire is out 
is no particular reason to lock up the fire house. 

Senator Futsrieutr. I agree with you, so far as I am concerned, 
but | think the people who sponsor this bill will also say that—J 
mean, they will agree that it may be needed in that time, but they 
have argued about methods, namely, can we revive it more cheaply 
than we can keep it going. But this other question is the one that 
has occupied the committee very much, and that is, is there a need 
for RFC in just its ordinary business sense? 

Mr. Sropparp. Based upon our experience for the last 10 years 
and in that period I have been the executive head of a very large bank, 
a bank with $250 million of resources, with offices in seven of the prin- 
cipal industrial cities in Michigan—we have found that day in and 
day out during all of this 10 vears right down to the present time 
definite need for the continuation of the RFC in the normal flow 
financial activity in the communities served by our banks 

Senator SCHOEPPEL. To what specific extent, would you mind 
elaborating on that? 

Mr. Sropparp. In order to clarify vour thinking, Senator, you 
would have to go back and see what a commercial bank is. In a 
commercial bank we are definitely circumscribed in the loans which 
we can make. There is an area of loan in which commercial banks, 
because of the examination system now prevalent In the country, 
cannot extend sound credit. 

Senator ScHoOEPPEL. Should that be extended, to liberalize it 

Mr. Sropparp. I think that is another area of discussion, 
me summarize, first, what the area is in which we work now. 

a vear the bank examiners come into our bank and they minutely 
scan all of our records and assets, and they list them into five divisions. 
Those that are all right they just pass up. The next division they 
call specially mentioned, That is a warning signal. The next divi- 
sion is a substandard. That tells us, in the minds of the examiners, 

“You better look out and fix this loan up.” The next is doubtful, 
and the next is loss. 

In the substandard classification once the loan is placed there 
pressure is generally put on by a prudent banker to the borrower to 
get the loan fixed up or out of the bank. Here is a banker living in 
the community and knows the background thoroughly of all the 
situations. A man comes in from the outside; he is there for a week. 
He gives his judgment against a certain bank asset. The banker has 
his judgment also, but my experience in the business has always been 
once a loan is classified adversely by a bank examiner, the loan begins 
to move out of the bank; whe the ’ it is a good thing or bad thing, 
bankers do not like to have listed in their assets anything subject to 
examination and criticism. So as a result of that there is a great 
number of loans each day coming to the attention of commercial 
bankers which they will refuse to make because they know that in a 
short time that loan will be in the criticized area. 
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For example, today, when you classify a loan as “‘substandard”’ the 
definition is very simple. They say that is a loan where there is more 
than a normal risk. Now what is a normal risk today in a period of 
prosperity? ‘Tomorrow is something else again, because the economic 
conditions may change what is the normal risk today to something 
that looks very abnormal tomorrow. Therefore, commercial bankers 
will not put on their books sound loans because of the fear of the 
changed economic condition tomorrow it may be substandard. 

Senator ScHOEPPEL. You say they will not put on their books 
sound loans. That is an indictment of your own banking system, in 
my humble opinion, if you permit a condition like that to prevail 
without coming up here and asking somebody in authority to lib- 
eralize that very procedure that denies you putting on your books 
sound loans. 

Mr. Sropparp. May I illustrate, Senator, what I mean. We do 
not mean to theorize. Because we have had so many practical cases 
[ can reach back into our own experience and show you. 

Only 2 or 3 years ago a company located in Lansing, Mich., had 
successfully done a very great amount of war nk. At the end of the 
war this company needed $6 million in which to finance new equip- 
ment for its peacetime operations. They came to us and presented 
the problem. We considered it a sound loan, and so told the bor- 
rower, but our capital is limited. We went to other banks; we went 
to insurance companies; we combed every interest we could, and in 
no place did we find anyone receptive to making this kind of a loan 
as a commercial bank or an insurance company loan. 

We then went to the RFC. We told them we would take a 10- 
percent participation in the loan, so we joined with them and made the 
loan. In 2% vears the loan had been paid off already 50 percent, the 
company is in excellent condition employing 3,500 people, now doing 
a major job again for war purposes, working out all right. Yet, it is 
the kind of a loan that the banking minds and the insurance minds 
3 vears ago refused to make, and yet the RFC was willing to partici- 
pate with us in such An operation. 

Senator ScHOEPPEL. That is the zone or area in which I am some- 
what disturbed and unsettled in my own thinking as to what should 
or should not be done through the RFC if it continues. I can see the 
need and the necessity for that type of a prospective borrower having 
access to some funds to move out with the greatest degree of protec- 
tion, of course, and the security of the risk taken by the Government 
r local banking or lending institutions. 

I am still wondering if you do not have most of your difficulty stem- 
ming from the judgment factor of an examiner or two in your State, 
as in mine, though your State is absolutely different than mine. Mine 
is based largely upon an agricultural economy as opposed to the in- 
dustrial phase of your territory. But if we could have a greater 
liberalization to a safe degree, and I think we have an area of safety 
that we can operate in, more liberalization of credit on the part of the 
banks, either pooling their interests or taking care of a business like 
you have just mentioned, I think it would be helpful, and I am sure 
you agree with me. At least my theory is, I do not want the Gov- 
ernment in business where private business can handle it on a success- 
ful, practical local basis. 





RFC ACT AMENDMENTS OF 1951 403 


As I said in the beginning, the thing that disturbs me about this 
whole picture that we “have before us is the probability of cutting off 
under our present rigid banking system and denying to worthy men 
and groups who might establish businesses to prove profitable. If I 
was convinced there was no other avenue, I would say let us goalong 
with this thing. I am one who is on the fence in this proposition. | 
am going to confess my position on it, and I recognize that there is a 
zone that has to be taken care of. 

Now we have guaranteed bank deposits; that is a good thing. ‘Ths at 

takes out the element or hazard of runs on banks that we were always 

living under, but I was especially interested in knowing what type of 
loans you were running into that your banking people with this fine 
financial situation that you are all e njoying makes you shy off, whethe1 
it comes within the rules and regulations of your National bank or the 
State bank in some of the States that have rigid requirements for the 
bank examiners, or just what is the crux of the thing that makes men 
like you think that we ought to have that avenue strictly through the 
RFC on a partic ipating basis? 

Mr. Sropparp. There are two factors; the examination is one, and 
if you want I can get into that. But the second phase, which is also 
practical, is how much a bank can loan to a customer. Banks are 
limited to loaning to a single customer 10 percent of their capital and 
surplus, so here is X company, and I stated it needs a loan of $500,000. 
The most the local bank can loan is $100,000. When you reach that 
situation the local bank goes to a city bank and savs, ‘‘Here X company 
wants to borrow $500,000 for 5 years on a certain basis.”” We think 
the loan is good, but the city bank has not lived in this community 
he loses the feel that the loc al banker has for that ty a of an oper ation, 
and therefore he generally politely turns down the request of the local 
banker, and as a result that credit need is not met, and they have to 
go elsewhere. That is another condition that exists throughout the 
country. 

Senator FuLsricur. Senator, that is exactly the type of a situation 
in my State that I have referred to several times, particularly in that 
area if a loan gets much larger then that it is the kind of a loan you can 
go to New York and there is enough involved there that would 
warrant large-scale financing, but loans of the tvpe vou have just 
mentioned are particularly difficult ones in the area in which I come 
from. 

Mr. Sropparp. As a matter of fact, over 10 vears we have 
lonned out many millions of dollars, and that is in normal, very 
prosperous times. I know of no State that has been blessed with 
greater prosperity than Michigan has for the last 10 years. It has 
just been running out of our ears. It is an enormous operation, over 
a billion dollars a month flowing into the State from every nook and 
corner of the country. We are a very prosperous State. Yet in that 
period we have found occasion to loan millions of dollars in participa- 
tion with the RFC, and they have two types of participation. One is 
where we directly participate with them, the loan is drawn up, and we 

take ample security and we carry 10, 20 or 30 percent of the loan; the 
RFC the balance. We service the loan. That is one form. The 
other form, which is even a better participation, in which we have done 
a great deal of work, is known as a deferred participation. That is 
where the bank puts up all the money with an agreement on the part 
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of the RFC that on notice they will take away from us a certain 
portion of that loan. In that case, even though our capital may be 
small, we can carry the whole loan because of the guaranty of the 
RFC. P 

Senator Futsricutr. The part that is guaranteed is not counted 
against your limitation. 

Mr. Sropparpb. That is right. 

Senator Futsricutr. We had a fairly precise study made of that 
which showed that very profitable banks—there has always been a 
question in mind, or | wondered why more of them did not make 
greater use of that particular aspect of lending. It seemed to me a 
wonderful thing for the banks, but relatively few of them used it, 
I thought. 

Mr. Sropparp. I think the answer to that is very simple. As 
bankers we are reactionary, and I presume we are conservative, and 
we think there is something sinful about*engaging in business with 
the Government, and as a result of that attitude in board meetings 
in banks we do not exploit and use the facilities that have been 
created for our benefit. There is a definite feeling in bank board 
meetings that boards on—well, call it rugged individualism, or what- 
ever you call it. When we get in bank board meetings we are quite 
rugged individualists, and we often let that feeling overcome our 
better judgment, because our own experience with these deferred 
participations, as the Senator has pointed out, that is very lucrative 
for banks. We take no risk on maybe 80 percent of the loan. We 
get a good rate, and any time we want to get rid of 80 percent of it 
we-can turn it back to the RFC, and from a moneymaking point 
of view, it is a very desirable thing for banks to do that, rather than 
carry it into Government bonds 

Senator FuLsricgutr. One example as developed in the hearings | 
believe last summer showed that on the amount risked, that is, only 
the part vou carry, that on the normal operation it would be about 
10 percent on the amount of risk, 8 or 10 percent. 

Mr. Sropparp. Yes: on the actual risk part of the loan the earning 
is very, very high. 

Senator FuLtpricut. So that it looked like a very good thing for 
the banks. 

Senator ScHOEPPEL. I take it that vou would have some objection, 
then, to a limitation being placed on the amount that might be bor- 
rowed from RFC if some objection is made in here to limiting it to 
$100,000 in order to protect the small-business institutions and give 
small business the area of protection they could not get through the 
local units of financial groups just because some of the things vou 
have mentioned. You in your State, obviously, on a $6 million 
loan, vou would be out completely then, would vou not? 

\M[r. Sropparp. | would not be in favor of limiting the size of the 
loan on the part of the RFC. [would be in favor, however, of having 
the REC in all loans except where it is a defense loan, out and out, 
where we needed for defense purposes, for the banks in all cases to 
participate with the RFC in the loan. I think if vou get a bank 
participation in a loan these other abuses that I may have read 
about in the paper will never and would never have developed. You 
eet a bank tied into a loan with the RFC and then you cut across 
that whole path of abuses that may have crept and probably could 
creep into a straight governmental operation. 
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Senator ScHoEPpPEL. I am inclined to agree with vou, sir. 

Senator Futspricnt. Do you see any distinction, Mr. Stoddard, 
between a deferred participation and a guarantee of the loan? Is 
that not the same thing? 

Mr. Sropparp. The deferred participation amounts to a guaranty. 
[ like it that way better, however. 

Senator Futsricatr. What I meant is the people have advocated 
that we set up a system of guaranty similar to the FHA. I consider 
the deferred participation is practically the same thing, is it not? 

Mr. Sropparp. No. A system of guaranty similar to the FHA 
which has been advocated by some very intelligent people, 
fallacy . An FHA system takes a certain commodity namely 


: ’ , > 4 . . dacs ] : ow) ; 
and you can get standard terms and conditions, and vou can apply it 


has One 
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,~ a HOUSES, 


across the board across the country, but each loan has different 
characteristies, and vou cannot willy-nilly go in and put out any form- 
ula which will simply cuarantee loans. I think each problem has to 
be considere d on its own basis with its environment, with its character- 


istics. But I do think if the RFC would continue on and continue to 
offer these two types of participations now that we as bankers are 
vetting back in the banking business, and | bv the way, the last 2 ve 
we were all vetting bai ‘k into the | DOUSINESS again, because of the loi ih 
volume, [ think vou will find that many, many banks will be turning 
to the RFC to take a participation in loans which otherwise they would 
turn down. 

Senator Douaias. Mr. Stoddard, could not this function be per- 
formed through the Federal Reserve banks? 

Mr. Sropparp. I have thought a great deal about that, Senator 


‘AES 


Douglas, but that has one draw-back. The Federal Reserve is an 
examining body and a supervising body, and I do not think it is 
alwavs well to have an examining or supervising body ectually making 
loans. It is well to keep that phase of an operation to one side so 
they are free to criticize an operation on the other side. That is the 


only weakness in it 

The Federal Reserve, with its fine decentralization, is a splendid 
institution im this country, do not misunderstand me. I wish more 
of our banking was centered into that. I think ultimately that is 
where it has to go, but at the present time RFC seems to be function- 
ing, based upon our experience, very satisfactorily on participation 
loans, and would not place it in the Fed just now for the simple reason 
that the Fed’s own problems are in a different field and they should 
be left free to eriticize us rather than to support us, because if thev 
vuarantee the loans then their arene s then along with the banks. 
That would be mv only objection to th: 

Senator DouGcias. They are an examining body, however, only for 
State banks, which are members of the Reserve System. They are 
not an examining body for national banks. 

Mr. Sropparp. That is correct; ves, sir. 

Senator Douarias. So I think in prac tice only are examining bodies 
for about 2.500 of the 14.C00 banks. 

Mr. Sropparp. I think that is correct, ves. 

Senator Doveias. And the assets would not be more than 30 
percent of the assets 

Mr. Sropparp. I think there I would differ with vou. You see, all 
national banks must be members—well, coming back to your exam- 
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ination, | see what you mean, ves, on examination. But on the other 
hand, we made many V-loans through the Federal Reserve System 
and are doing it today, and that is “working out very, very nicely. 
That is another move. But the V-loan is a little different loan than 
the ordinary RFC participation loan. The V-loan has to be backed 
with a Government contract, and your RFC participation loans do 
not always necessarily have to be of that character. 

Senator FuLtsrigur. The participation loans are straight business 
loans. 

Mr. Sropparp. Straight business loans; yes, sir. 

Senator Futsricur. They do not have to have any connection with 
the defense effort. 

Are there any further questions? 

(No response.) 

Senator Futsrigur. To sum up your testimony, vou think the 
RFC is playing an important function in our economy and ought 
to be continued? 

Mr. Sropparp. I think until such time we have substituted some- 
thing else for it, it is better that the RFC should be continued for 
the purpose of making loans, providing those loans are made with 
bank participation. 

Senator Futsrieutr. You would like to see all of them restricted 
to participation loans? 

Mr. Sropparp. Except loans that are necessary for national defense 
Then I think there are cases where the RFC is justified in going in 
and loaning. I believe that because I believe bank participation, 
even if it is only 10 percent, then we service the loan, we are there 
on the ground, we look after it, and it eliminates the necessity for 
anyone getting political pressure applied to get loans through and it 
cuts through that segment which, if it is set off by itself, may be 
abused from time to time, as men abuse things. That is my view 
on that. 

Senator Futsricur. Mr. Stoddard, I appreciate very much your 
taking the trouble to come before this committee and we will, of course, 
as I indicated, put your entire statement in, and I know we will all 
read it with much interest. In view of your experience both in bank- 
ing in Michigan and in the RFC I know it will be very helpful to the 

committee. 

For vour information I have another statement, which I will put in 
the record at this point, from the American Bankers Association, and 
they make the same recommendation you do: 

Direct loans for business purposes under section 4 (a) (1) should be eliminated 
The corporation should be authorized to make such loans only in participation 
with private lending institutions 
which I take it is practically the same recommendation that you make. 

Mr. Sropparp. Yes, except I would make one clarification. There 
is necessity today for loans for defense and military purposes, and in 
those cases I do not think such a participation restriction should be 
mandatory against the RFC. 

Senator ScHOEPPEL. Just one question, Mr. Chairman. I would 
like to ask this witness, would you suggest a maximum interest rate 
in those cases, in order that they may not—well, when times get 
little tough I think that these banks get on the unconscionable side, 
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as far as interest rates, that is what caused a lot of our difficulty before 

Mr. Stopparp. The interest rates, of course, vary from section to 
section of the country. I would say in our own section that a maxi- 
mum rate of 5 percent should be the maximum. That may not be 
true in other sections of the country where they are accustomed to 
higher rates, but in our section at least 5 percent, in my judgment, 
should be the maximum that any of these loans should bear. 

Senator Futsricut. Thank you very much, Mr. Stoddard. 

(The prepared statement of Mr. Stoddard follows: 


STATEMENT OF Howarkp J. Stropparp, PRESIDENT OF MICHIGAN NATIONAL 
Bank, LAansInc, MIcu. 


My name is Howard J. Stoddard. I have been the president since 1941 of t} 
Michigan National Bank, with its main office in Lansing, Mich The bank 
With resources in excess of $250 million, is engaged in intercity branch banki 
seven important Michigan cities, and is fifth in size in the Sta [t 
eighty-eighth in size among the 14,754 banks in the country 

In 1933 and for a portion of 1934, I served as an examiner for tl 
tion Finance Corporation, with my special assignment at that time 
reorganization of banks, particulariv in the State of Michigan 
largest undertakings in which I participated was the formation of a1 
bank in Detroit, now known as the National Bank of Detroit, fourteen 
in the country. The bank was formed as a result of the RFC taking 5 
of the capital stock in the form of a preferred issue, and local Detroit 
taking the balance as common stock. In addition the RFC made 
loans to the two large banks in Detroit which were placed i: 
one instance a loan being made in excess of $150 million and in the 
$50 million. These funds were made available to the depositors 
banks by being placed to their credit in the newly formed national ban 
tion the newly formed bank either purchased or refinanced numer 
closed banks, so that in less than 10 vears’ time the depositors « 
tutions have been paid out in full, the shareholders have been 
assessment levied by the receivers, and have also recovered a s 
of their original stock assessment 

The ability of the Reconstruction Finance Corporation to quickly and effee- 
tively enter the financial picture in Detroit, and assist in the organization of new 
banks and liquidation of the closed banks resulted in a very rapid improvement of 
the general economic and social conditions in that citv, and within a relatively 
short period of time, all traces of the financial hardships imposed through the 
closing of two of the largest banks in the country were obliterated 1 
the RFC had little or no difficulty in disposing of the preferred stock 
held in the Detroit and other Michigan banks, and all of the loans were 
full, in many cases substantially ahead of schedule. 

Certain other Detroit banks, particularly those with State charters, which were 
permitted to reopen following the so-called bank holiday in 1933, were assisted 
by the RFC, which made substantial investments in preferred stock. During the 
ensuing years these banks have had a very successful history, and the assistance 
thus rendered by the RFC was of incalculable benefit both to the shareholders 
and depositors of the banks concerned. 

Along with the reorganization of the banking structure in the city of Detroit, I 
was also engaged in a similar program for some 50 banks in out-State Michigan 
cities. The same general pattern was followed in the rehabilitation of such in- 
stitutions as occurred in Detroit, and within a period of 10 vears approximately 
all preferred stock purchased by the Reconstruction Finance Corporation has 
been retired, and the principal and interest on loans made to the receivers of the 
closed banks have been fully paid. 

The entire historv of the Reconstruction Finance Corporation activities in the 
State of Michigan, commencing in February 1933 and continuing until the present 
time, is one of unusual success Although I do not have ac to the actual 
amount involved, I am sure that during the period in questior ther preferred- 
stock purchases or loan extensions well exceeded $1 billion he loss, if any, 
sustained by the RFC during that period was so negligible and inconsequential 
as to searcely be worthy of notice. 
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In summation, therefore, of this particular activity of the Reconstruction 
Finance Corporation, | had for a vear or so direct personal contact and a chance 
to closely observe the workings of this governmental corporation. In addition to 
the Government being repaid in full principal and interest for all credit which 
was extended, the State of Michigan and the country as a whole received 
incalculable benefits from the operations of that special governmental agency. 

Later, during the war vears, when it was necessary to provide as quickly as 
possible suitable plant and manufacturing facilities in the State of Michigan, 
the REC directly or in connection with Michigan banks provided many millions 
of dollars of capital which was utilized in developing the tremendous war potential 
the form of manufacturing organizations throughout the State. In faet anvon 
who will take time to study the operation of the Corporation from February 1933 
to December 1950 in the State of Michigan cannot help but be impressed not only 
bv. the magnitude of the operations involved but by the soundness of credit 


extensions, and the most beneficial results which accrued to the State and the 


ation from these loan activities Che record speaks so eloquently for itself 


l 
that it Is 


unnecessary to support it with any further detail, and the general 


picture as indicated in the foregoing statement if anything is on the conservative 
side. 

We now come to the more practical aspects of the problem. The question has 
een raised as to whether or not the Reconstruction Finance ¢ orporation has 
completed its period of useful service to the country, and should be terminated or 
abolished on the grounds that it is no longer necessary as a financial instrument 
in our national economy. I would like to disagree most emphatically with those 
who feel that the life of the Corporation should be terminated. 

\s indicated in the outset of my remarks, | have been the executive head of a 
e banking institution for more than 10 vears. During that period we have 
several hundred customers approach our bank for the purpose of acquiring 
sufficient capital or credit to protect their business from da F 


a! 
ha 


} 
i 


nger of insolveney o1 
to expand it, largely through new plant and equipment \ commercial bank is 
circumscribed very closely in the extent to which it can make so-called venture 

In most of these instances, due to the peculiar nature of commercial bank- 
has been necessary to decline the applications of worth-while customers, but 
ve endeavored in those cases wherever possible, to assist them in obtaining 

ns from the Reconstruction Finance Corporation. In many such instances, 
ave been pleased to work with the RFC by earryving a portion of the loan 

The statement has often been made in recent vears that private commercial! 
and investment banking organizations have adequate funds and facilities to meet 
itimate credit requirements. There is, however, one very important zone 
financial area which is not and cannot be adequately served by commercial 

It is in this very important field that an organization such as the Re 
truction Finance Corporation can function most effectively, and assist in 
lving the credit requirements of small- and medium-sized business organiza- 


In order to clarify this statement, it is necessary that one understand 
‘limits imposed upon commercial banks. I am not particularly advocat- 
these limitations be removed, as this is entirely another field for serious 
However, we should be realistic, and in order that this committee fully 
‘rstand why commercial banks cannot engage in financing certain enterprises, 
have such loans considered as being sound by the RFC, it is important 
lly understand and appreciate this most important phase of com- 

rations 
Twice a year all national banks in Michigan and once a vear all State banks are 
subjected to a rigorous examination by the supervising authorities. In the case 
of national banks, this is under the supervision of the Comptroller of the Currency, 
and in State banks by the State banking department, or jointly with the examiners 
of the Federal Reserve bank. These examiners ¢o over the assets of the banks 
and make up a report which divides the bank’s assets into five general divisions 
In those cases where there is no criticism whatsoever, either of our loans or 
investments, nothin: is written into the report. The second division is known as 
Loans Especially Mentioned, and in this schedule the examiners include loans 
Which are superior in quality to those classified Substandard, but which for 
reasons indicated by the examiners are believed to warrant more than usual 
management attention The next classification of a bank’s assets is headed 
under the caption ‘Substandard,’ and these are assets which in the opinion of the 
examiner involve more than a normal risk, due to the financial condition or 
unfavorable credit record of the borrower, insufficieney of security, or other 
factors noted in the examiner's comments. The next classification is known as 
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for such a loan by X company, and confidently believe that through earnings it 
should be able to properly repay the $500,000 over a 5-vear period. The local 
bank has today onlv one wavy of being helpfu! in such a situation, and that is to 
approach some large city bank to participate with them in the loan. This has 
been a normal operating practice in American banking, but inasmuch as the 
loan itself is of a slow nature, both the local and the large city banker are very 
hesitant in meeting the financial requirements of the borrower. However the 
teconstruction Finance Corporation, which has no particular need to be fearful 
of the slow characteristic can cooperate with the local bank and make such a 
loan. The local bank, seeing the necessity and advantage to the community of 
the X company, feels it is justified in carrying 10 or 20 percent of the loan, 
but the so-called citv correspondent bank has none of these local influences 
present in its consideration, and may not feel inclined to go along and carry 
the major portion. For this reason, an organization such as the RFC can step 
into a picture, and with the local bank solve this problem, which to the X com- 
pany at least and the community involved, is a very important one 

The other so-called method is known as a deferred participation on the part of 
the Reconstruction Finance Corporation. In this case the same X Company 
approaches its local bank for a loan of $500,000. The local bank, which is actively 
seeking loans, has ample resources to carry the entire amount involved. However, 
because of the capital situation or for some other reason, it does not wish to carry 
the risk on more than $100,000. This can be overcome by the RFC being paid a 
certain fee from the interest collected on the loan, and in consideration of that fee 
agreeing to buy at a later date, when asked to do so by the bank, a deferred 
participation of $400,000. The bank ean thus proceed to loan the entire $500,000 
because it is taking a risk only on the first $100,000, and receives interest on the 
entire $500,000, with four-fifths of the loan being risk free. In the latter case, X 
Company gets its credit and the bank gets a loan with substantial earning power, 
and with the major portion entirely free of risk. 

In the latter vears I have had of course no personal opportunity to examine any 
hfC loans except those made through our own bank. They have been fairly 
numerous, botb on the direct participations and deferred participations. In no 
instance have we encountered any serious difficulties, and in the millions loaned 
through such participations we have enjoved the finest cooperation from the staff 
of the RFC. There has been no loss, either of the taxpayers’ or the shareholders’ 
money in the extension of these credits. 

I would like to cite one instance which is an outstanding example of the con- 
structive assistance of the Reconstruction Finance Corporation. In one of our 
cities, an old and large manufacturing company devoted all of its facilities during 
the war period wholly for war work. At the conclusion of this program, it found 
it necessary in order to continue in a highly competitive industry, to spend some 
$5 million in retooling and plant rearrangement. Our bank carefully examined the 
situation, and believed that the borrower was entitled to the credit of $6,000,000. 
However, after a most thorough, painstaking discussion of the matter with a 
number of large city banks and also insurance companies, efforts to obtain the 
financing were of no avail. Subsequently, and as a final recourse, our bank 
turned to the RFC, who agreed to make the loan providing we would take a 
10 percent participation. The loan was consummated, and the plant was able to 
enter into full-time peace production. Half of the 5-year loan has been retired in 
accordance with the agreed program, and the company, employing some 3,500 
persons, has been able to meet its competition and sell its product on a national 
basis. With the outbreak of the Korean War, the facilities which the company had 
prepared for its peace-time effort were quickly converted to almost 50 percent 
war work, and the company today stands as one of the major suppliers of a much- 
needed article in our national defense program. 

I recite these instances simply for the purpose of saving that they probably could 
be duplicated hundreds of time throughout United States, if a study were made of 
the files of the Reconstruction Finance Corporation. 

It has also been brought to my attention through reading of newspaper and other 
articles, the claim that the RFC has made many loans which would prove to be 
uncollectible; that political influence may have been used, and other factors sur- 
rounding them would indicate that they served no useful purpose. I do not feel, 
however, that the abuses, if they existed, are of such scope as to require a death 
penalty for the Corporation. I am also of the opinion that if the system of bank 
participation had been followed in all of the loans made in recent years by the 
RFC, the conditions which I have seen reported in the papers in recent months 
would never have originated. 
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In conclusion, I believe that the Reconstruction Finance Corporation as an 
agency of the Government should be continued in the interests of 
The abuses which may have crept into the organization can be 
if in all extensions of credit bank participation in some degree 
Furthermore, loans should not be limited in size, as large and smal! institutions 
should have access to the RI I 





yt 
C facilities on the basis outlined 


(The following was later received for the record:) 
MiIcHIGAN NATION SAN} 
Lansing, Micil June 20, 195] 
Mr. Carrer Ek. TALMAN, 
Committee on Banking and Currency, 
United States Senate, Washington, D. 


Dear Mr. Tauman: As indicated in my recent testimor efore the Banking 
and Currency Committee, | am of the opinion that there is a serious weaknes 
the over-all facilities available for financing loans to industry As pointed out 
in my testimony, there is @ zone of essential financing which can: t be met by 
the commercial banks, either because of their limited size or because the credit 
extension is on a term basis which might lead to criticism by supervising agencies 

I believe we should have as a permanent part of our banking f: ty in this 
country a corporation such as the RFC, which could participat oans regardless 
of size, providing a local bank will carry at least 10 percent of the ed 
extended. This participation on the part of the RFC could be either direct 
deferred. 

The same type of participation could doubtless also be arranged if a division 
were set up within the Federal Reserve bank for such a purposs This latter 
method would, in my opinion, eliminate a great deal of political pressure 
has been exerted upon the RFC, and also reduce the number of governmenta 
agencies involved in the credit field. The decentralization of the Federal Reserv: 
bank would have the advantage of making their facilities easily accessible, and als 
their personnel would be familiar with local conditions surrounding the loa 
application. I have not had time to fully explore and analyze the participation 
loan set-up in which the Federal Reserve bank might engage, but it seems to offe 
no real obstacle, and could doubtless be so devised as to be even more effective 


han the present system through the RFC. 
Very truly yours, 
H. J. Sropparp, President 
Senator Futsricur. | wish to put in the record at this point a state- 
ment from the American Bankers Association, signed by Mr. C. E. 
Bennett, chairman. 
The statement referrec is as follows: 
AMERICAN BANKERS ASSOCIATION, 
New Yo N. Y., Me 3, 195 
Hon. J. Witui1am FuLs: 


Chairman, Subcommittee on Reconstruction Finance ¢ 
Senate Banking and ¢ ency Committee, 
Washington, D. C. 
Dear SENATOR FULBRIGHT: Enclosed is a copy of the statement which we desire 
to file in connection with the Senate bill 515 now under consideration by your 
subcommittee. 


Very truly yours, 
C. E. BENNETT, Chairman, 


STATEMENT OF THE AMERICAN BANKERS ASSOCIATION TO THE SUBCOMMITTEE 
ON RECONSTRUCTION FINANCE CORPORATION OF THE SENATE COMMITTEE ON 
BANKING AND CuRRENCY ON S. 515 To AMEND THE RECONSTRUCTION FINANCE 
CoRPORATION Act, May 23, 1951 


The American Bankers Association desires to present its views on 8S. 515, 
amending the Reconstruction Finance Corporation Act. 

The association resognizes the comprehensive and constructive study which 
this subcommittee has made of the functions and activities of the Reconstruction 
Finance Corporation. The work of this subcommittee manifests a painstaking 
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and constructive effort to assure the citizenry of this Nation integrity and sound 
administration in governmental affairs. 

During the past several years, representatives of the American Bankers Asso- 
ciation have appeared before several committees of Congress, and have stated 
the association’s position relative to governmental lending agencies and in par- 
ticular to RFC. This policy has been consistent. On June 6, 1947, in testimony 
before the House Committee on Banking and Currency, the association stated: 

‘In September 1943, the American Bankers Association expressed itself on the 
principal of guaranties in the following resolution: ‘Direct commercial loans by 
the Government or the Government guaranty of commercial loans are not only 
unnecessary for the financing of postwar commercial enterprise, but are contrary 
to sound financial policy and the best interests of America’s economy.’ ’ 

On January 16, 1948, the association in testimony before a special subcommittee 
of the Senate Banking and Currency Committee considering the continuation of 
the RFC, stated as follows: 

‘‘We have never questioned and do not now question the usefulness and pro- 
priety of the RFC’s power to extend credit either to private borrowers or public 
bodies in times of national emergency, or when the public interest is immediately 
at issue, or under circumstances and conditions of pronounced, general economic 
distress. We feel that the answer to a question as to the wisdom and usefulness 
of these loans, when the loans are made under clearly established conditions of 
emergency or public necessity, is so evidently affirmative that it requires no great 
amount of elaboration. 

‘“‘However, we wish to emphasize that endorsement of such a lending policy by 
no means constitutes approval of a broad and general authority for the RFC to 
provide credit that is available from non-Government sources, or in competition 
with such sources. Insofar as direct loans to business are concerned, we believe 
that the specific circumstances surrounding the loans should clearly reflect 
genuine conditions of (1) emergency, and (2) nonavailability of private credit. 

“The regular credit needs of business now and for some years have been ade- 
quately met by private lending institutions. With special reference to present 
economic conditions, we see no need whatever for extension of the RFC’s power 
to lend directly to business enterprises unless such loans are genuinely in the 
national interest and cannot be obtained from regular credit sources. 

“We are of the opinion that the RFC has a useful function as a stand-by 
agency in the event of a national emergency or an economic depression of major 
proportions, provided that the emergency is clearly determined by the Congress 
and need for governmental assistance is beyond question.” 

Last vear the association in testimony before the Senate Committee on Expendi- 
tures in the Executive Departments, in opposition to the reorganization of the 
RFC proposed in Reorganization Plan No. 24 of 1950, stated: 

“The need for it (RFC) no longer exists because banks and other private 
lending agencies are well able and also willing to take care of all legitimate worthy 
credit risks of industry and commerce. They (representatives of the association) 
have repeatedly requested that the RFC be terminated or if in the wisdom of 
Congress it is continued, that its activities be drastically curtailed and it be re- 
tained only as a stand-by agency to be used in a national emergency or for national 
defense.”’ 

If Congress deems it advisable to continue the life of the RFC in order to carry 
out certain financial functions of the present national defense program, it is our 
belief that S. 515 presents appropriate legislation, with certain changes. Some 
of the features of this bill already have become effective through Reorganization 
Plan No. 1 of 1951. It is felt that S. 515 can be materially improved by the fol- 
lowing changes: 

1. The powers granted the Corporation under Section 4 (e) should terminate 
on June 30, 1953, rather than June 30, 1954, as proposed in the bill. A 2-vear 
period would seem sufficient to give Congress the opportunity to observe whether 
the operations of the Corporation under the reorganization as provided in 8. 515 
were conforming with the wishes of Congress. It would permit Congress to 
review conditions then existing and to determine if need for the agency continued 
to exist, and if not, to permit it to liquidate. 

2. Direct loans for business purposes under section 4 (a) (1) should be elimi- 
nated. The Corporation should be authorized to make such loans only in partici- 
pation with private lending institutions. 

3. In addition to the percentage limitations or participation of the Corpora- 
tion in such business loans as provided in section 4 (b) (3), a further limitation 
should be provided restricting the total participation of the Corporation in any 
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borrowings of any one business concern to an amount not to exceed $100,000 at 
any one time. 

Term loans should not be confused with equity- or venture-capital financing. 
For that reason there should be a specific requirement in the bill that there be a 
definite repayment schedule on every loan approved. This repayment schedule 
should be included in the records which should be posted in a docket kept avail- 
able for public inspection as provided for in section 4 (f). 

5. The provision in section 4 (a) (2) relating to loans to any financial institution 
could be eliminated. There exist at this time adequate sources of funds within 
the banking system and through the Federal Reserve banks to take care of these 
requirements. 

We should also like to comment on the Loan Policy Board established by Re- 
organization Plan No. 1 of 1951. This Board has the authority to establish gen- 
eral policies which shall govern the granting and denial of applications for financial 
assistance by the Corporation, particularly with reference to the public interest 
and to the coordination of the functions of the Corporation with other activities 
and policies of the Government. 

The subcommittee might well consider whether it is advisable to continue this 
Board as it, in effect, interposes a barrier between the direct responsibility and 
accountability of the Administrator to Congress and might lead to the formulation 
of policies which would not be in conformance with the intent of Congress. 

Senator Futsricut. Mr. George Bazemore. 

Mr. Bazemore, we are very happy to have you here this morning. 
Do you have a written statement? 


STATEMENT OF GEORGE BAZEMORE, PRESIDENT, FIRST NATIONAL 
BANK, WAYCROSS, GA. 


Mr. Bazemore. Senator, I do, and with your permission I would 
like to read it, and then if there are any questions I will be glad to 
answer them. 

Senator Futsrient. Is it very long, Mr. Bazemore? 

Mr. Bazemorr. No; it is just three pages. 

Senator Futsricut. All right, fine, you may proceed then. 

Mr. Bazemorr. My name is George M. Bazemore, of Waycross, 
Ga., and I am president of the First National Bank in Waycross. 
Waycross, Ga., is a city of approximately 20,000 and is located 
southeast Georgia. This section serves as the center for tobacco 
and forestry industries. In the city of Waveross are located the 
usual small businesses and in addition has a cigar factory, employing 
approximately 800 pe ople; a shoe factory, employing about 400 people; 
and the Atlantic Coast Line Railroad shops, employing about 1,200 
people. 

The Reconstruction Finance Corporation has played a prominent 
part in helping my bank develop a sound and balanced business 
economy in my town and community. During my 17 years’ experi- 
ence with the RFC, my bank has made approximately 100 loans, and 
I can say positively that, in every case, each loan was carefully ana- 
lyzed by the Atlanta office of the RFC and each loan was made on a 
sound and conservative basis. I can further state positively and 
emphatically that no loan was made on a political basis, nor has there 
been any irregularity in connection with a single one of these loans. 

To get down to cases I have brought with me a schedule of RFC 
loans made during the last 5 vears in cooperation with my bank. 

Senator Futsricur. Are these participation loans? 

Mr. Bazemore. Yes, sir. 

Senator Futsricut. Deferred participation? 
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Mr. Bazemore. Deferred and participation. The majority of 
them are deferred. 

All of these loans have been most satisfactory with the exception of 
two. These loans total 21 in number and as to the 2 which have not 
turned out satisfactorily, sufficient collateral was taken over so that 
even these 2 will work out with very little, if any, loss. Out of the 
above loans, four have been completely liquidated ahead of schedule 
and the remainder are all in current shape. 

For the sake of the record, I have attached to this, mv written state- 
ment, the schedule of the 21 loans made during the last 5 years, which 
schedule I have nner as exhibit A. 

Based on 17 years’ experience and intimate dealings with the 
Atlanta office of “he Reconstruction Finance Corporation, it is my 
considered judgment that the RFC has rendered a great service to 
the business interests of my section and their methods and dealings 
have been most honorable and ethical from every point of view. It 
is also my judgment that the RFC is vitally needed for the future 
development and stabilization of the small-business interests, not 
only of my particular section, but of the entire United States and | 
believe that it would be a de ‘plorable mistake to completely liquidate 
an institution which in the main has had such a long record of aid to 
the small-business interests of this country. 

It is my feeling that if there is dishonesty in any part of the RFC, 
then clean out the dishonesty, but allow the institution itself to 
continue its useful services to this country. It is the essence of our 
democracy that the people run the Government and as long as people 
are subject to temptations, there will be isolated cases of dishonesty. 
But under our democracy, the facts are made known, the cards are 
laid on the table, and the dishonesty is cleaned out and democracy 
goes ahead. If it is found that a cashier or an employee of a bank is 
dishonest, or even if the bank is badly managed, you do not liquidate 
the bank just on this account; you simply correct the evil and go ahead. 

For the sake of the record, I have summarized some of the reasons 
why I think the RFC should be eontinued as a useful and integral part 
of our economy. ‘These reasons are as follows: 

1. On account of the aid which the RFC has rendered to small 
businesses in small communities. 

On account of the record of the RFC of cooperation with banks 
in making loans where a bank is limited by long-term considerations 
as we ‘Il as actual legal restrictions. 

Because of the fact that I consider the RFC a necessary part of 
a bilenosd economy for this country. Federal Housing Administra- 
tion loans provide home owners with long-term loans. The Federal 
land bank program as well as the Farmers Home Administration 
program has certainly been very vital to the well-being of the farmers 
of this country and the essence of the program is the long-term loans, 
which have been made for the farmers. The Rural Electrification 
Administration has certainly had a fine program and is very rarely 
criticized by anyone and the essence of this program is that long-term 
loans have been made available for the capital cost of electric trans- 
mission lines. There is a tendency in this country to bigness and in 
this movement, the small-business man is very apt to become the real 

“forgotten man.” If the RFC is abolished, you have most certainly 
discriminated against small business and cut off the supply of capital 
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and long-term financing, which is so vital to his very existence. If 
this small business is destroyed, you are destroying democracy. 

The RFC should be preserved as it may be needed to finance 
war industries. The financing of this type of industry is abnormal 
and there are questions of depreciation and other problems which 
banks cannot go into. The RFC has an experience in these matters 
because of its work along this line in World War II and certainly 
this backlog of experience should not be thrown out the window. 

In concluding this statement for the record, | would like to state 
that I am making this statement and appearing generally as an 
individual citizen and a small-town banker and not as a representative 
of any group or organization whatsoever. 

I would like to add here that I am a member of this Small Manu- 
facturers Emergency Committee, and I am president of the Georgia 
Bankers Association at this time, but I am not speaking for the 
Georgia Bankers Association. 

Senator Futpricut. You are speaking for yourself? 

Mr. Bazemore. Speaking for what my institution has been able 
to do for my community in helping develop its economy. 

Senator FuLBriagut. How large is your bank? 

Mr. Bazemore. My bank has total resources of a little over 
$4 million. 

Senator Futsrieut. What is your capital? 

Mr. Bazemore. The capital structure is $240,000. 

Senator FuLBRIGHT. $25,000 is the largest loan that you can make? 

Mr. Bazemore. $20,000. 

Senator Futsricur. To an individual? 

Mr. Bazemore. Ten percent of capital and surplus. 

Senator FuLsricur. So you would be limited in the size of your 
loan to that amount. 

Mr. Bazemore. That is right. 

Let me give you these figures. In this 5-vear period we have made 
only on a deferred participation basis $443,800 in loans. We have 
made two other loans on the other basis where we only had 10 percent. 
So those two loans run $75,000. That makes a total of $520,798 
that we have placed in our community through the help of the RFC. 

Senator Futsricur. Which you could not have done otherwise? 

Mr. Bazemore. Could not have done otherwise; and I would like 
to bring out this point in particular, and that is we have a well-diver- 
sified loan here, as these 21 loans will show, I have the names and the 
types of businesses which | think would be actually for the record. 

Senator Futsricut. We will put that in the record following 
your statement. 

Mr. Bazemore. And we have tried to develop industry as it applies 
to our natural resources, and in this RFC has played a wonderful 
part. Ido not know what we would do without it. 

Senator Futsprigut. Mr. Bazemore, how many banks are in 
Georgia? 

Mr. Bazemore. Just a fraction under 400. It is 380 something. 

Senator FULBRIGHT. What would you say is the average size of the 
banks in Georgia? 

Mr. Bazemore. Well, I would say the average size would be less 
than $5 million. 
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Senator Futsricutr. Would you say your bank is about an average 
sized bank? 


Mr. Bazemore. Yes, sir. When you leave the cities like Atlanta 
and Savannah you get into small institutions. 

Senator FutBricut. In other words, the size of the loan is about 
what yours is; yours is about an average situation? 

Mr. Bazemorr. That is right. 

Senator Futsrieut. So if ‘anybody wants a larger loan they just 
cannot get it unless something like the RFC is brought into the 
picture. 

Mr. Bazemore. That is correct. 

Senator FuLBricut. So that size is a very important element, in 
your judgment, of the usefulness of RFC, as well as the length of the 
terms. 

Mr. Bazemore. That is right. It enables us, as a small-town 
bank, to compete, you might say, with our competitors in many 
instances. 

Senator Futsricut. But those people cannot go to the city and 
get it primarily because they are not known in the ¢ itv, and the city 
will not do it because they feel they do not understand it, they do not 
know the background and they do not know the history. Is not that 
the reason they will not do it? 

Mr. Bazemore. That is correct. This matter of term loans, as the 
other witness brought out, the regulations are such that we cannot 
go into term loans. We can go into a small portion of them based on 
savings deposits, but our deposits are on demand, and it is not sound 
business 

Senator FuLBriGHT. Savings deposits, since they have practically 
eliminated interest, does not amount to much any more. 

Mr. Bazemore. Well, Mutual Savings has got us on that. 

Senator Futsricutr. Would you advocate any ceiling on the size of 
the loans? 

Mr. Bazemore. Senator, I just do not think that I would. 

Senator Futsricutr. Would you advocate that val loans must be 
participation loans, there could be no direct loans? 

Mr. Bazemore. Well, 1 would like very much to see that take 
place, but, frankly—I am speaking against my profession when I say 
this—we have banks that just will not participate or take any part 
with a governmental agency at all. They are just pre judiced, and 
for that reason I am afraid that in some communities some business 
would be deprived. 1 have one case here in my list where in an ad- 
joining town, a small town, the bank there refused to participate, 
and he came down to my town, he is just 27 miles away, but we took 
on his loan. 

Senator Futsricut. A good loan? 

Mr. Bazemore. A $35,000 loan, and has been paid down now to 
$14,950, and it was made in January of 1947. 

Senator Futsricut. Your neighboring bank would not make it 
necause it was too large for his bank? 

Mr. Bazemore. He would not make it because he did not believe 
in Government being in business. 

Senator Futsricut. I mean there were two steps. First, he could 
not make it by himself. 

Mr. Bazemore. He could not make it; no. 
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Senator Futprient. And even though he felt it was a good loan, 
he could not make it under the limitation on his size. 

Mr. Bazemore. That is right. 

Senator Futsricat. Then he had a prejudice against going in 
with the Government and therefore he could not make it that way. 

Mr. Bazemore. He refused to participate. 

Senator Futsrieut. Is that what the situation is? 

Mr. Bazemore. That is correct, yes. 

Senator Futsricut. That illustrates, I think, what can happen in a 
small community. 

Mr. Bazemore. And for that reason I would be opposed to any 
required participation by a commercial banking institution. 

Senator Futsricut. Are there any questions? 

Senator Dovuguas. For how long will the national bank examiners 
allow a loan to run? 

Mr. Bazemore. Well, we are permitted to make real-estate loans 
under certain conditions, but the maximum time is 5 vears. 

Senator Doueias. And on industrial loans? 

Mr. Bazemore. On industrial loans it is the same thing, about 5 
years, but they criticize us even then, even though the law permits it. 

Senator DoueG.as. So if the loan is not paid up within 5 years it is 
likely to be thrown out by the bank examiner’ 

Mr. Bazemore. He will put it in the doubtful column. 

Senator Dove.as. Does that mean, in effect, that you cannot make 
loans to purchase machinery or for plant expansion, because in most 
businesses in normal times they do not pay for themselves within a 
period of 5 vears? 

Mr. Bazemore. That is correct. They usually want 10 years or 
longer. 

Senator Dovetas. So that the time limitation virtually prevents 
the local bank from financing for purchasing installations of more 
elaborate machinery and for plant expansion. 

Mr. Bazemorn. That is correct. 

Senator Doveias. And these firms may be sufficiently small so that 
they cannot raise the capital from issue of securities. 

Mr. Bazemorsg. That is right. 

Senator Douauas. And, therefore, were it not for the RFC working 
in cooperation with the local banks the small business could not get 
the capital in many cases to introduce new machinery or to expand? 

Mr. Bazemore. That is right. We are definitely forbidden—that 
is, not forbidden, but we are discouraged in making capital loans by 
the authorities. 

Senator Douatas. Are there any cases where you cannot finance 
new business, or a business to get started, with RFC partic ipation? 

Mr. Bazemore. Oh, yes. I have one case here where a processing 
plant was organized and a $90,000 loan was secured. That loan 
was made about 5 years ago. That loan was made in April 1946, 
and has been paid down to $25,000. 

Senator Dovetas. And that established’a new business? 

Mr. Bazemore. That established a new business and established 
a market for the farmers to sell their crude gum that they gathered 
from the pine trees. 

Senator Douaias. Would the national bank examiners permit 
you to make any loans to new businesses? 
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Mr. Bazemore. Only on a short-term basis. 

Senator DouG.as. Sixty days or 90 days? 

Mr. Bazemore. Sixty, 90, something like that. 

Senator Dovetas. Do national bank examiners tend to insist on a 
previous record of earnings? 

Mr. Bazemore. Yes. 

Senator Dovaias. And since a new firm has no previous record 
it is a very difficult situation then. 

May I ask this: Would one possible way out be a liberalization of 
the rules of bank examiners? 

Mr. Bazemore. I think they probably could be liberalized a little 
bit, but I would be afraid to go into that very much because it is a 
dangerous situation. After all, the depositor is insured, but the 
agency that insures that deposit has the right to come in there and 
examine under this new law, and I think they would come in there 
and would question- 

Senator DovGias. Your trouble is it does not come with the 
FDIC examiners; it comes with the examiners under the Comptroller 
of the Currency. 

Mr. Bazemors. Comptroller of the Currency with the national 
bank, but under this new law they do have the right to come in after 
receiving 2 copy of the examiner's report. 

Senator Dove.as. They claimed they would not exercise that right 
except in an emergency. 

Mir. Bazemore. In an emergency, that is true. But they, just like 
the Comptroller’s office, they all seem to be working together. They 
are trying to get every bank to increase its capital structure and try 
to make the bank operate on a sounder basis, so I am afraid that we 
will get very little cooperation from the supervisory agents on any 
liberalization of credit which probably would be the right position for 
them to take. 

Senator DouGias. So you say since you do not believe the rules of 
examination should be liberalized you should have a supplementary 
organization to help you make the loans directly? 

Mr. Bazemore. | think that would be the answer rather than 
liberalizing. It would be acceptable and not charged against us, 
which is the present method under the RFC 

Senator Dovc.ias. You do not object to the 10-percent limitation? 

Mr. on That is right. As I say, it has made it possible 
for our bank to render a wonderful service to our community that 
they could not have gotten otherwise. We have industries there that 
we just could not have had. 

Senator Dovauas. I asked Mr. Stoddard the question as to whether 
these functions could not be performed by the Federal Reserve, as 
well as by the RFC. What would you say to that? 

Mr. Bazemore. The Federal Reserve bank, as he brought out, is 
an examining agency. 

Senator Dovatas. Only for the State banks. 

Mr. Bazemore. That is true; but due to the fact their analysis of 
the loan is far more rigid than it should be in making this type of 
loan. If this authority were transferred to the Federal Reserve bank 
I do not believe that they would make 10 percent of the loans that 
the Reconstruction Finance makes. 

Senator Dove.as. They would be tempted to be dominated by 
their examining function? 
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Mr. Bazemore. That is right, that is the dominating feature. 

Senator DovGuias. Would that affect them in their relationships 
with national banks as well as State banks? 

Mr. Bazemore. Yes, sir. 

Senator Futsricur. It is a psychological handicap 

Mr. Bazemore. That is right. 

Senator Dovetas. So what you are saying, in effect, is that the 
banking temperament is so conservative that you want to have an 

agency in reserve which will not be swaved by these conservative 
restraints, 

Mr. Bazemore. I will not say that all of the banks are that way, 
because I do not consider our institution has been that way. We 
have cooperated very well with the RFC, for the reason, as I say, we 
have seen that it could help us build up our community and build 
our economy. I hate to say it, but we do have a lot of bankers that 
do not see it that way. Of course, they have a perfect right to their 
opinion, but I feel that this country would be better off if we were to 
take a different viewpoint than that. I would not want to be put in 
the position that I = a Government agency to come in and bail 
us out of a lot of stuff. I do not think we should use the RFC for 
bailing us out of a loan that might be questioned by the examiner. 
I think that has oe pretty well taken care of in the laws. You can 
only pay a certain percent of that loan on old debts. It has got to 
be for expansion and for creating employment. 

Senator DovGuas. For new loans rather than participation in old 
loans. 

Mr. Bazemore. That is right. I do not want any agency of 
Government to come in and try to bail the banks out unless we 
should have some emergency. 

Senator DovuaGias. | commend that example to the high-toned 
bankers of Boston. 

Senator Futsricut. The larger the bank the more willing they 
are to be bailed out, I believe. 

Mr. Bazemore. That is correct, ves, sir. We little country boys 
have to paddle our own canoe. 

Senator FuLtspricgut. Would you care to express an opinion in a 
more general way about bankers? From your discussion, and since 
you are president of the Bankers Association of Georgia, would you 
say that generally they feel kindly toward the RFC, just as you do? 

Mr. Bazemore. I would say in my State generally there is a very 
fine feeling toward the RFC. 

Senator Futspricut. There is no great desire to abolish it, as far 
as you know? 

Mr. Bazemore. As far as I know there is not.. I do know that 
one of the city banks in Atlanta is a very strong participant in this 
type of loan. 

Senator Futsricut. One of the larger banks? 

Mr. Bazemore. One of the larger banks in Atlanta. 

Senator FuLsricut. They do participate just as you do? 

Mr. Brazemore. Yes, they do, they are very cooperative. As a 
matter of fact, each of the four large banks in Atlanta, as I under- 
stand it, have one of their executive officers that served on the loan 
committee there at the RFC agency, the Atlanta agency, which is a 
very fine cooperative spirit. 
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Senator FuLtsrigut. Senator Schoeppel, do you have any questions? 

Senator Scnoerre.. I, frankly, do not see anything so sacrosanct 
about this 10-percent limitation. A lot of the trouble has been stem- 
ming from that type of curtailment of credit. Nobody wants to run 
his bank wildly. I just get a little skeptical about these fellows who 
always say, no, we should not go beyond 10 percent. We have had 
a big change in interest rates. | come from a little rural community 
where a banker could not see anything but a 10-percent loan and if 
he could get away with it it was a 12-percent loan and Lord help the 
fellow who got caught in his clutches. Along came the Government 
and started reducing the interest rates. Then the bankers found out 
that was fine and they lived under it. They wanted the Government 
to do a lot of guaranteeing down the line; they wanted to clip the 
coupons and log ad up their banks with Government bonds and charge 
a nice fat service charge to everybody that had a little deposit in the 
banks. They wanted to run their banks that way and go out and 
play golf after 3 o’clock in the afternoon. 

I want these bankers to get down to being a little more serviceable 
and a little more practical and I, for one, as an old boy, coming from 
out in the west end of the cow country in my State cannot see any 
justification for a Federal banking system up here that is going to 
limit all these banks to a 10-percent participation. If they are going 
to do that, then why should we not just go to the next step and say, 
all right, the bankers have fallen down on this, so let us have a Gov- 
ernment banking institution. Then vou fellows would come in here 
and raise holy Cain about that, would you not? 

Mr. Bazemore. Well, Senator, we would, but unfortunately, as | 
have stated to Senator Fulbright, we do have too many mossbacks 
in the profession today. 

Senator ScHOEPPEL. Can you see any justification, really, seriously, 
now, for just holding th's to a 10-percent limitation on these loans 
when there are a lot of these loans that could go up to 15 percent and 
mavbe 20 percent? 

Senator Futsricur. Are you referring to the limitation of being 
able to lend not more than 10 percent of your capital and surplus? 

Senator ScHorpret. That is right. 

Senator Futsricur. Is that in the law or is that a regulation? 

Mr. Bazemore. Yes; that is in the law, however, there is some 
relaxation in that on certain types of loans, commodity loans, ware- 
house receipts, and products that are sold in transit. You can exceed 
10 percent on that type of loan. In other words, it is not held right 
down simply to 10 percent on every type of loan. 

Senator ScHoepreL. But you will find the great bulk of the bankers 
always crawling in under that. 

Mr. Bazemore. They use that as a shield. 

Senator SCHOEPPEL. I say, from a practical standpoint, I think there 
ought to be a liberalization of that. I do not know what percentage it 
ought to go to, but I just do not see any justification for not being 
realistic and not looking at it from the standpoint of liberalizing that 
range of credit based upon the size of your bank. I was just curious 
to know what your views might be on that subject. 

Mr. Bazemore. I could answer your question in this way: Leave 
the limitations as they are, but allow your small banks, like our bank, 
to tie in or sell the participation to the city bank. I doa great deal of 
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that. Ihave never yet turned down a good loan that was adequately 
secured, regardless of its size. I have always had such relationship 
with my correspondent banks whereby I could handle that, and I have 
handled loans up to as high as $200,000, with my correspondent banks 
participating. Mind you, it is not the type of loan that we 
referring to here that we want RFC to handle, but is short-term paper, 
60- to 90-day paper. 

Senator ScHOEPPEL. I gather from your testimony ido not favor 
a limitation of, say, $100,000 through RFC. You 
to be a wider range than that? 

Mr. Bazemore. | think we should have a wider range. $100,000 
would be awfully small under present-day conditions 

Senator SCHOEPPEL. At the present value of the dollar. 

Mr. Bazemore. Yes. You cannot buy anything for $100,000 
how. 

Senator ScHoEPPEL. We are supposed to figure out some way to do 
something about that. 

Mr. Bazemore. | hope you can. 

Senator Futsrieur. Any further questions, Senator Douglas? 

Senator DouaGuas. Just one question. | do not want 


there ought 


to look into 
the closet too closely to see the skeletons, but you mentioned 
loans that may have gone sour. 

Mr. Bazemore. Those two loans that I have here, we foreclosed 
on those two loans, together with the RFC; it was an allied industry. 
It was a variety works and a building supply company which 
interlocking and we had to foreclose on both of those loans. 

Senator Futpricutr. What was that? 

Mr. Bazemore. It was an interlocking business. One was a 
building-supply dealer and then you had a mill-working shop which 
we called a variety works. We had to foreclose on that machinery 
and we liquidated all but the actual real property. There was a 
building on there that was worth far more than the unpaid balance 
of our loans. 

Senator Dovaguas. In other words the enterprise has stopped, 
production has stopped? 

Mr. Bazemore. That has stopped, yes. 

Senator DouG.ias. But the assets 

Mr. Bazemore. The assets will meet the obligation. 

Senator Futsricur. How much is the loan? 

Mr. Bazemore. It was a $30,000 to each, and they were paid 
down to about 50 percent on both of those loans. We have a building 
there which is a large warehouse that costs about $30,000 to $40,000 
to build today, and we and the RFC have $20,000 left to be liquidated 
out of that building. 

Senator Futsricut. Thank you very much, Mr. Bazemore. 

Mr. Bazemore. Thank you. 

Senator Futsricut. We appreciate your taking the trouble to 
come up here today. 


two 


Was 





RFC ACT 


AMENDMENTS OF 


1951 


(Exhibit A to Mr. Bazemore’s statement follows: ) 


Name 


Leo L. Bizzell 

M. E. Butter 

E. L. Dell, trading as Way- 
cross Machine Shop. 

Dewey Durrence Pontiac 
Co. 

Durrence Tire & Oil Co 

E. M. Everett, trading as 
Nu-Way Cleaners 

David B. Fox 

H. E. Finn ‘ 

Paul H. Kesling-- 

Ww. 
Motor Parts Co. 

H. J. Lovett, trading 
Ga. Milk Co 

McCann-Reid, Ine 

W. H. Sirmans, Waycross 
Lincoln-Mercury. 

T. Lee Smith Auto Parts Co 

Southeastern Brick Co 


as 


Tractors & Equipment, Inc_} 


Turpentine Farmers Corp.! 
Waycross Construction Co 
Waycross Variety Works 


Subtotal 
Bailey Monument Co 
Turpentine Farmers 


Total 


A. Trimble, trading as | 


EXHIBIT 


Type of business 


-| Motor court 


Chevrolet dealers _ 
Machine shop 


Pontiac dealers___. 


Service station - - 
Dry cleaners. --- 


Motor court_. 
Hudson dealers 
Contractor 
Auto accessories 


Milk distributors 


Farm implements 
Lincoln-Mercury dealers 


Auto accessories 
} Building materials- 
Farm implements 
Gum works 
Contractors ‘ 
Building supplies 


Monuments 
Gum works 


! Naval Stores processing plant. 


A 


| Jan. 
| May 
June : 
June ‘ 


Mar. 


Dec. 


| June 2 
Mar. 2 
--| Oct. 

May 


| Apr. 


| Sept. 


Feb. 


May :‘ 
| June 
| Nov. 


Apr. 
Dee. 
Nov 


Nov 


Apr. 


2, 1947 
, 1949 
3, 1948 


Original | bank bal- 


ame 


sunt 


$13, 500 


, 1946 


3, 1947 | 


, 1947 


, 1947 
28, 1947 
5, 1948 


3, 1946 


5, 1946 
5, 1948 


2, 1949 
, 1946 
, 1946 

1946 


. 1948 


2, 1948 | 


} 


, 1950 | 


24, 1950 
1, 1950 


35, 


10, 
20, 


10, 


, 000 


000 


000 | 


000 | 


5, 000 | 


, 000 


2, 000 


, VOO 


3, 800 | 


5, 000 


37, 500 


, 000 | 


, O00 


, 000 | 


5, 000 


, 000 
, O00 


30, 000 


43, 800 
2, 000 
4, 998 


. 798 


Our present 


ance 


None 
. 950. 00 
833. 26 


5, 250. 00 | 


, 650. 00 | 
, 666. 80 


5, 428. 48 | 
None 

3, 333. 60 

4, 720, 00 | 


None 


None 
3, 538. 32 | 


, 166. 90 

9, 817. 82 

, 300. 36 | 

5, 166. 54 
None | 
None 


$22. OR 
, 116. 67 
3, 499. 80 


5, 438. 55 


Senator Futsricut. Mr. Stevens. 


STATEMENT OF ED STEVENS, PRESIDENT, STEVENS INDUSTRIES, 
DAWSON, GA. 


Mr. Stevens. I shall stand, if you have no objection. I am not 
quite as nervous when I stand as I am when I sit. 

Senator Douatas. There is no reason to be nervous, Mr. Stevens. 

Mr. Srevens. It is not often I get to appear before such an august 
body. 

This is Ed Stevens, chairman of the board of Stevens Industries of 
Dawson, Ga., a town of approximately 5,000 population. I operate 
and have created in this small town, and I shall be very brief, a 
cottonseed-oil mill. I have gone through the monopolistic big com- 
petition, without giving the names of the big oil companies, but I am 
one of the few mills that continue to exist. I operate a peanut- 
shelling plant; | operate a peanut-butter plant. Our peanut butter is 
being supplied, thanks to the RFC, to every school lunchroom in 
America, due to the fact that we have been able to undersell them. 
No sentiment in it whatsoever. 

We are likewise supplying, and we have the second or third major 
company in America that bids against us, 90 percent of the peanut 
butter to the Armed Forces. 
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In addition to this peanut-butter plant I have an automobile agency, 
radio stations, not connected with Stevens Industries. We have 
farming interests and we operate an insecticide plant. 

In 1933 I was operating a little cottonseed-oil mill, having been 
hammered on by the major companies, but I survived. I borrowed 
$65,000 from the RFC. Our banks had closed. Something was just 
said about the Federal Reserve, and if I may take a minute to give 
you my experience with the Federal Reserve: The Federal Reserve 
had about $20,000 worth of paper. I think I got the twelfth loan 
the agency in Atlanta made. Lord deliver me. I had to get a 
participating loan with the Federal Reserve and the RFC. I found 
there the banker complex. 

Now, we have different type bankers in Georgia, gentlemen. They 
have been good to me. We have run that business from $250,000, 
the year before I went there, to better than $10 million. We made 
quite a contribution to the building of churches, schools, hospitals. 
I think more of my keymen, at least several of them, maybe a dozen, 
have nicer homes than anyone else in that territory. More of my 
Negroes own their homes out there. Had it not been for the RFC I 
do not think my community would have had a hospital; 1 do not 
think we would have had a Sunday school. 

The last loan I secured was for $675,000. During this period I 
have paid more taxes to the Government than the maximum amount 
I loaned. I have met my payments fairly and squarely and on time, 
I have made my contribution, but I shall not dwell upon that 
too much. 

I read in the papers, “Oh, yes; RFC has done a fine job in the past 
and there is no need today for the RFC.” Gentlemen, it is big inter- 
ests talking, and the trouble is with these larger banks they are 
dominated in so many instances by my competitors. That is the 
God’s truth. I hope you won’t make me call names, but I have 
reference to major concerns in America in the insecticide business, 
in the cotton-oil business, in the peanut business. Don’t limit us 
on our loans. 

For instance, I do business with the Fulton National Bank in 
Atlanta. 1 cannot express myself as to how they stand, but they 
believe—they loaned me the maximum amount of money. But that 
is not adequate to take care of my business. 

I shan’t tell you the part we played in handling the peanut crop in 
World War II] when peanuts were vitally needed. The grease was 
needed. It takes millions of dollars to operate our business down 
there and a limitation of $100,000 would not be helpful. 

I have been recently approached by a certain department of the 
Government to put in a certain plant if we can get the foreign mate- 
rials. The only way on God’s earth that I could get the money for 
that plant that would help in the war effort, as I helped in World 
War II, would have been from the RFC and I would have gotten the 
money because it is a good loan. It did not work out for the simple 
reason jt is sulfuric acid. Sulfuric acid is vitally needed in our war 
effort. The farmers are short on fertilizer. I think I failed to men- 
tion that I operate some fertilizer plants through Stevens Industries. 

There is a vital need, gentlemen, for a continuance of RFC. The 
emergency is not over. Who says it is over? I am telling you, this 
world is in the worst crisis it has ever been in and back of this thing is 
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the United States Chamber of Commerce. I was a member, but I 
am no longer a member. They are friends of the big interests ‘and to 
hell with the little interests. 

I question any man that opposes the continuance of RFC; if he is 
intelligent I question his patriotism. He is either ignorant or selfish. 
Gentlemen, that is true, just as sure as there is a God in Heaven. I 
am for big business. I wish it were so that Government could get 
out of every bit of business, but where business can’t operate, then it 
is time for Government to step in. 

I am from south Georgia and we are beginning to get us some shoes 
down there. I do not think that we are now the Nation’s No. 1 
economic problem. 

But, gentlemen, seriously, we need a continuance of the RFC; we 
need no limitation on loans. Of course, we need clean operation. Do 
not throw away the barrel of apples when you find even several rotten 
apples in the barrel. It is big business, selfish business, monopolistic 
business, and hoggish business that wants it all, 

Those birds remind me of my little dog Jim. He is about as old 
as I am; he is 11 years old. I feed him. I operate some mercantile 
establishments and I take him over to the beef market and feed him. 
Maybe he won’t eat it, but I have a big dog Tony there. Jim sees 
Tony coming tow and that meat and he goes to gobble it. 

Thank you, gentlemen. 

Senator Futsricutr. Thank you, Mr. Stevens. 

We should have had a record made of that statement and played it 
back to the Senate. It would be a lot better than I could do. 

Mr. Angus MacDonald. 

Mr. Harr. He will be here a little later, Senator. 

Senator Futsrienr. Mr. Howard Riddle. 


STATEMENT OF HOWARD RIDDLE, PRESIDENT, KENTUCKY- 
TENNESSEE GAS CO., CLARKSVILLE, TENN. 


Senator Futsricur. Will you give your name to the reporter, 
Mr. Riddle. 

Mr. Rrippte. E. H. Riddle, Clarksville, Tenn.; population, approxi- 
mately 22,000. 

Senator Futsricut. What connection have you had with the 
RFC? Did you borrow anything from the RFC? 

Mr. Rippue. Yes, sir. I received a loan from the RFC in 1948. 

I am president of the Kentucky-Tennessee Propane Gas Co. We 
operate in five counties. We organized this corporation in 1947. 
There was a company by the name of Southern Gas & Equipment 
Co.—— 

Senator Futsricur. Will you plaese proceed in your own way, 
Mr. Riddle. I have to attend another meeting for a short while. I 
will be back very soon, and in the meantime Senator Douglas will take 
over in my absence. 

Mr. Ripp.e. In 1948 we had growing pains. The Southern Gas & 
Equipment Co. filed for bankruptcy and called on us for $20,000 to 
pay off immediately. We did not have 20,000 cents. We went to 
our bank and they gave us the usual story, they were unable to handle 
it. We applied to RFC for a loan of $45,000. Our corporation was 
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capitalized at the time at $30,000. RFC came to our rescue and for 
the record today our corporation is valued at $312,000, net value. 

We are serving five counties. Our product is used for heating, 
cooking, and water heating. I would like to bring out this point: 
Those are rural homes. Several small communities are being served. 
We serve hospitals, orphans, and crippled children’s homes. And we 
would not have been able, gent lemen, to even serve 300 homes, in fact, 
we would just have to file in bankruptey, if it were not for the RFC. 

Senator Douaias. Have you been able to pay back the loan? 

Mr. Rippie.-We now owe REC somewhere in the neighborhood of 
$19,000. 

Senator Dovuatas. Of the original $45,000? 

Mr. Rippie. Yes. This loan was taken out 
in fact, September 1948. As I say, our net wo 

Senator Douauas. That was a direct loan fi 

Mr. Rippue. A direct loan; no participation ) 

Senator DouGias. What interest rate was char 

Mr. Rippie. Four percent. 

Senator DouGuias. You are satisfied with you 

Mr. Rippuie. Very much satisfied. I think it would b: y critical 
to even think of domg away with the Reconstruc finance Corpo- 
ration. 

Senator Doveias. What office handled these loans? 

Mr. Rippie. Nashville, Tenn. 

Senator Dovuaias. Thank you very much. Did vou have any other 
statement vou wanted to make? 

Mr. Rippite. No; | just wanted to appear here on behalf of the Re- 
construction Finance Corporation. 


Senator Dovetas. Thank vou very much 

Mr. Rippue. | appreciate the opportunity. Thank 4 

Senator Dovuauas. The next witness is Mr. Frank Cline. 
Cline here? 

Mr. George Hunter of the Purity Packing Co. of Knoxville? 

Mr. Simpson of Clarksville, Tenn. 


STATEMENT OF LEVI SIMPSON, CLARKSVILLE, TENN. 


Mr. Simpson. I have had a couple of RFC loans. We have a 
little stone business that is worth approximately $125,000. First, we 
had a $52,000 loan from RFC. That was in 1947. Since then we 
paid that loan down to $37,500. Werefunded that loan and expanded 
our plant again and we now have a loan of $65,000, which is just a 
recent loan, without bank participation in either loan. We were 
turned down by the banks because they were not intere sted in a long- 
term loan, a o-year loan. 

Senator DovGias. Not even interested tn a 5-vear loan? 

Mr. Stimpson. No, sir. We have the First National Bank there 
and then the Northern Bank of Tennessee, which is the oldest bank 
in the State of ‘Tennessee. The Northern Bank is the bank that we 
do most of our business with, but they are not interested in loans for 
more than 12 months. 

Senator Douaeias. They simply finance your working capital, but 


would not enable you to get machinery? 
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Mr. Simpson. That is right. They extend us credit there and are 
very nice people to do business with, but they are not interested in 
loans for more than 12 months. They like these 30-, 60-, and 90-day 
loans. Of course, we do business with them. 

Senator DovuGias. Those are national banks you are speaking of? 

Mr. Simpson. The First National Bank is and the Northern Bank 
of Tennessee, I do not know whether it is national or not. 

But RFC has been very cooperative with us in that and of course 
went into our business very thoroughly before either of these loans 
were made. ; 

We supply a large percentage of all the stone that is used in Camp 
Campbell, which is right on the Kentucky-Tennessee line. We are 
the closest stone company to this camp and we do quite a bit of busi- 
ness. Our business has just started to go. We expect to expand 
quite a bit in the next 3 or 4 years. Of course, they are building a 
Federal-aid highway right by our plant. We have to build more 
highways to get these boys in and out of Camp Campbell. At the 
present time there is a big four-lane highway being built from Camp 
Campbell into Clarksville, Tenn., which is about 7 miles, and also a 
widening of the Federal-aid road from Clarksville into Nashville, 
which is 45 miles. Without RFC we could not have participated in 
any of that work. 

Thank you very much. 

Senator Doue.as. Thank you, sir. 

Is Mr. Grover Rann here? 


STATEMENT OF GROVER RANN, STEIVERS LUMBER CO., 
CLEVELAND, TENN. 


Mr. Rann. I am Grover Rann, of the Steivers Lumber Co., Cleve- 
land, Tenn.; executive vice president of the company. 

The Steivers Lumber Co. was incorporated in 1926. Before that 
it was the Barnes Manufacturing Co. Being a native of Bradley 
County I have been familiar with that company during its entire 
history. 

In 1947 the company had been progressive and made money, until 
1947, when Mr. Randall Steivers died and the operators from there 
on drained the company of its inventories and its operating capital 
until it was on the bottom. 

In January 1950, Mr. Richard Jones and myself—Mr. Jones is 
from South Carolina—purchased the stock of the corporation. We 
took the company over, and of course there was no cash. The inven- 
tories were gone, yet the property, the fixed assets of the company 
were there, the machinery was there for the operation. Cleveland Is 
a little town of about 20,000 people; we are in the Appalachian terri- 
tory and we handle southern yellow pine mostly. This company 
ordinarily handles about 5 to 6 million feet of lumber per year and it 
was down to the point to where it would only carry and finance two 
or three pecker-wood sawmills. It was necessary for us to have oper- 
ating capital, and our local banks there extend credit to about $20,000. 
This corporation owed the bank $10,000 when we took it over. All 
told there were accounts payable of $36,500 at that time. 

So, without any money or inventories, that was the status of the 
company at that ‘time. Mr. Jones, who is the president of our com- 
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pany, and owns a majority of the stock, had other assets which he 
thought he could turn into cash, but that did not materialize. 

The former owners who had established this company had given 
employment to the people of Bradley C ounty, at times as much as 
20 to 25 sawmill operators that work anywhere from 10 to 15 employees 
at each mill, plus the planing-mill operations for wholesale shipment 
and cabinet-shop work. All told, the town of Cleveland depends on 
that plant for quite a bit of its payroll. 

The owners of the company we bought did not care to sell, but 
after draining it of its cash, in other words, the company was broke 
well, we thought we had the thing worked out to where we could 
carry it along, but that did not turn out so well. 

We went to the local bank and they extended our credit up to 
$20,000, and then up to $30,000, but the examiners came along 
and said that that was a little bit high for the bank. 

Senator DovuGuas. Was it a national bank? 

Mr. Rann. Yes, sir, a national bank. Our assets were something 
like $228,000, and we were only allowed $20,000 credit at the bank. 
Then we asked the bank if they would participate if we could get an 
RFC loan which would give us the operating capital to continue the 
business, and they were willing to do that. 

We secured a $60,000 loan through the Nashville office which gave 
us a chance to put the company back into moderate operation, such 
as it should be. Otherwise, the company which had been there for 
all of these years would have been liquidated right then, because 
the financial condition of the company was such that the fixed assets 
were there, but that does not pay your bills when you owe people. 
The accounts payable were far too great to let the company operate. 
Not even $20,000 would do it. 

In shipping carloads of lumber 50,000 feet a day 5 days a week gets 
into a sizeable amount of money, that is, for operating capital. 

This company in the past has done some defense work. We 
recently acquired the C. M. Hardwick Lumber Co. in Cleveland and 
now the two are consolidated as one corporation under the name of 
the Steivers Lumber Co. 

We are in position now, with the improvements that have been 
made in the cabinet shop, to do any defense work, as far as wood is 
concerned, as a modern cabinet shop, and we are willing at any time 
to take on any defense work. However, we have not and are not 
going to solicit any defense work unless we find ourselves in position 
to offer something that we think is needed at the time. 

The Reconstruction Finance Corporation in our area has not only 
helped this company, but there have been a number of others who 
were practically in the same shape as Steivers Lumber Co. I have, 
since this came up about the RFC, made it a point to contact some 
25 businessmen in Cleveland. The reaction has been more from the 
standpoint of newspaper ene and I find that a lot of people do 
not know what the RFC is. In the first place a lot of them are not 
too familiar with the Soe “l banking situation. So because of the 
headlines in the newspapers, because of some unnecessary talk, some 
of them are just a little bit prejudiced because of the unfavorable 
publicity toward RFC. Those who have had any experience in 
financing are willing and anxious to testify to keep the RFC in 
existence. 
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That is my business here today, gentlemen, to more or less repre- 
sent the small-business man in our area in behalf of RFC in connec- 
tion with the small-business man who is so essential at this time to 
our business in Cleveland. 

That is about all I have to say. If you gentlemen want to ask me 
any questions I will be verv glad to answer them. 

Senator Dovetas. Is vour present loan $65,000? 

Mr. Rann. $60,000. It is less than that now because it has been 
paid down. 

Senator Dovua as. When was that made? 

Mr. Rann. November 15, 1950. 

Senator Douauas. Last fall? 

Mr. Rann. Yes, sir. 

Senator DouGias. When do you expect to retire it? 

Mr. Rann. That is a 3-vear loan. That is pavable $500 a month, 
and of course, at the end of 3 vears there will be a large payment. 
But, gentlemen, if you take the money and exist for 3 years according 
to the standards of the Nashville office, if you exist for 3 years with a 
company that is ready for liquidation, there is no point in losing it 
then. I think that your local banks would then be ready to step in 
and be happy to take over the balance at the end of three years. 

Senator Douaias. Thank you very much. 

Senator Futnricutr. Thank you very much, sir. 


Mr. Angus MacDonald. 


STATEMENT OF ANGUS MacDONALD, ON BEHALF OF JAMES G 
PATTON, PRESIDENT OF THE NATIONAL FARMERS UNION 


Senator Funsricur. Mr. MacDonald, vou are a representative of 
the National Farmers Union? 

Mr. MacDona.p. Yes, sir. 

Senator Futrricur. Where do you come from, Mr. MacDonald? 

Mr. MacDonatp. I am originally from Arkansas. 

Senator Futpricur. Is that so?) Where in Arkansas? 

Mr. MacDownaxp. I lived in Fayetteville for some years, your home 
town. 

Senator Futeriaur. Where do you live now? 

Mr. MacDonautp. In Washington. At the present time, Senator, 
I am assistant legislative secretary of the National Farmers Union. 
Mr. Patton, our national president, wrote you asking to be allowed to 
appear in this matter. Unfortunately, Mr. Patton was not able to 
be here. I would like to read his statement to the committee. 

Senator Futpricut. Very well, Mr. MacDonald, you may proceed. 

Mr. MacDownatp (reading): 


As president of the National Farmers Union, I urge the continuation of 


) 


he Re 


t 
ruction Finance Corporatlon as presently constituted. This great lendi: 


ageney, over the years during times of depression and war and prosperity, ha 
proved its worth. During the depression years, the RFC bolstered up the econ- 
omy and prevented the basic industrial structure of the Nation from falling apart 
During later vears, it saved thousands of smal) businesses by providing them wit} 
loans which they were unable to secure elsewhere. During the period when the 
RFC was active in the home mortgage market, it stimulated production and em- 
plovment at times when expansion was needed. The record of the ageney in this 
field has proved the soundness of its loans in this field 
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Perhaps the greatest contribution of the as made g¢ World 
when it financed and directed the construction of a number of overnment-owned 
production facilities and was active in a numl f mi rograms nee \ 
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take $5 million as a dividing line the major portion of RFC loans, the 
amounts loaned or dollars loaned, have been above that figure. In 
other words, the RFC has used most of its resources for large loans to 
a relatively small number of concerns. That is one of the things 
which has made me in the past somewhat dubious about the RFC 
The second point I would like to make refers to the next to the last 
paragraph. You say the RFC has been a consistent money maker. 


It has not only brought back into the Treasury an amount equal to the total of 
outstanding loans, but has collected interest in the amount of $600 million. 

Those are the statements which the protagonists of the RFC 
scatter broadcast through the country, but the fact is they omit 
mention of the fact that the Government has given them interest- 
free capital, and that the interest subsidy which the Government has 
given them has amounted, to my understanding, to approximately 
$350 million; vet the Government has had to borrow this money from 
other sources which amounts to a subsidy by way of interest-free 
capital to the RFC. I think if you take into account the subsidies, 
hidden and direct, that the Government has given to the RFC, the 
subsidies would amount to $5 or $600 million. The profit, therefore, 
if you balanced the books would be relatively small or nonexistent. 
This does not do away with the action of small business in connection 
with the RFC, but I think it does indicate that the RFC at times 
overstates its services to the Nation. It always emphasizes the large 
number of loans to small business, but it pushes into the background 
the few enormous loans to big business, many of them of a very 
dubious variety. As a matter of fact, and this should be an interest- 
ing study to make, | am inclined to think it would be the big loans 
which would go sour to a larger degree than the smaller loans. Yet 
the RFC always trots the small business forward as the front, so to 
speak, behind which they have hidden some of their—I will not say 
nefarious—but some of the less justifiable operations. Certainly they 
always omit, along with many other Government agencies, the fact 
that they are getting capital interest-free. In this they have not been 
unique. The FDIC was guilty, to some extent, until we forced them 
to admit it and took $8 million away from them. We have done the 
same thing with the HOLC to the tune of $28 million. 

This is not criticism of your statement, Mr. MacDonald, but just 
so we can get an understanding of that. 

Mr. MacDonaup. Mr. Chairman, may I comment briefly? 

Senator Futsricutr. Yes, Mr. MacDonald. 

Mr. MacDona.p. First, Senator Douglas, with regard to your 
statement about the profits of RFC: Granting that $600 million is 
an overstatement we feel that the RFC should be continued anyway, 
and that the profit factor should not be the compelling or main reason 
for continuing RFC 

In regard to the distribution of loans and t!« fact that big business 
has a large amount of loans, we favor those large loans also, because 
we do not feel that western and southern industry, where our member- 
ship dominates, can be developed without some kind of assistance 
from the Federal Government. We have opposed strongly such mo- 
nopolistic control as the basing-point-price system for the same 
reason. 

I believe that a large steel plant was constructed in the West with 
RFC funds. 
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Senator Dovaias. You mean the Geneva or the Fontana? 

Senator FuLsricut. I guess you mean the loan to Kaiser. Geneva 
was built directly with Federal funds as a war project. 

Well, Mr. MacDonald, thank you very much for your statement. 
I concur in what Senator Douglas said about the statement on the 
earnings of RFC. However, I also agree with you that his remarks 
do not necessarily mean that RFC should be abandoned. I think 
that matter is somewhat irrelevant. Or to put it another way, the 
fact that it broke even, which I think it did do, makes it the only 
Federal agency that I know of rendering any service that did break 
even. Most of them cost tremendous amounts of money to operate, 
so at least I think it is safe to say it is self-sustaining, which is enough 
to say in its favor. It does not have to make a profit to justify its 
existence. Of course, its primary objective is not to make a profit. 

Do you have anything further, sir? 

Mr. MacDonatp. No, sir 

Senator Futsricur. Thank vou very much 

I understand that Mr. Frank Cline, of Nashville, Tenn., and Mr. 
George Hunter, of Knoxville, who were scheduled to be her 
yet arrived. 

Mr. Harr. Senator, they will arrive shortly after 12, 
precise hour I do not know. If vou wish to 
would be the logical thing to do 

Senator Futpricut. | wonder if they could not 
which would be inserted in the record 

Mr. Harr. I shall request them to do that 

Senator Futpricut. Will you identify yourself for the 


» have not 


but just the 
adjourn, which I think 


submit a statement 


re cord? 


Mr. Harr. | am Ed Hart, executive director of the Small Manu- 


facturers’ Emergency Committee. 

Senator FuLsricut. Then you will get in touch \ Li 
them to submit and we will accept their statements in the re 
this point? 

Mr. Harr. Yes, sin 

Senator Futsricur. Since I will not be abl 
noon as I have other commitments, and. since 
exactly when they will arrive, | think that proced 
factory. I expect it is somewhat cumulative anyway) 
like to have 

Mr. Harr. I will see that their 
sertion into the record. 

Senator Futsricut. | want the record to show that the committee 
will accept also a statement from the General Accounting Office 
bearing on this question. 

(The following was later received for the record: 


Statement 


COMPTROLLER GENERA 
a 
Hon. BurNetr R. MAYBANK, 
Chairman, Committee on Banl tng and ( 
Tina 
My Dear Mr. CHAIRMAN: Reference is made to 
gress, entitled ‘“‘A bill to amend the Reconst! 
which is now pending before your committec 
The bill would amend the Reconstruction Finances 
and as changed by Reorganization Plan No. 


i¢ 
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No. 1, which was submitted by the President and became effective after the date 
S. 515 was introduced, contains features intended to strengthen the administra- 
tion of the Reconstruction Finance Corporation and to provide additional safe- 
guards with respect to the loan policy and the approval of individual loans. Sim- 
ilar features are contained in the proposed legislation. 

Briefly, 8. 515 provides for a Governor in place of the Office of Administrator, 
which was established by Reorganization Plan No. 1 in place of a Board of Direc- 
tors. The Governor would be authorized to appoint two Deputy Governors at 
the rate of $15,009 per annum to assist him in the execution of the functions vested 
in the Corporatio Reorganization Plan No. 1 authorizes one Deputy Adminis- 
trator at a salary of 516,000 per annum to be appointed by the President with the 
advice and consent of the Senate. 

S. 515 would clarify the responsibility of the Reconstruction Finance Corpora- 
tion through a restatement of the lending authority of the Corporation by re- 
quiring that prior to approval of any loan there must be an affirmative determina- 
tion that financial assistance is not otherwise available on reasonable terms, and 
that a substantial public interest would be served. The proposed legislation 
further provides that the present Review Committee of the Corporation would 
continue as a Review Board and that any approval or disapproval of a loan, con- 
trarv to the recommendations of the Review Board, must be supported by a 
memorandum placed in the loan file setting forth the Governor’s reasons for 
approval or disapproval. Existing requirements for Interstate Commerce Com- 
mission or Civil Aeronautics Board approval of certain classes of loans are elim- 
inated and other provisions are included which would make the Governor fully 
responsible for all loans. 

In reports of audits of the Reconstruction Finanee Corpration which have been 
made by the General Accounting Office and submitted to the Congress pursuant 
to the Government Corporation Control Act, I have reeommended that the capital 
stock of the Reconstruction Finance Corporation be eliminated and that all 
financing be supplied by means of interest-bearing advances from a revolving 
fund appropriated by the Congress for that purpose, in advance of withdrawal. 
I am pleased to note that 8. 515 proposes to revise the financial structure in 
accordance with that recommendation. 

In connection with the financial structure of the Corporation, it is suggested 

at section 7, which establishes the method of financing of the Corporation, be 

vised to include a recommendation contained in the audit report for the fiscal 

ar 1950 that the net income retained by the Corporation be reduced to a sug- 

gested amount of $20,000,000. This amount is equivalent to approximately 1 

year’s administrative expenses for the lending program. Any net income in excess 

of $20,000,000 would be paid as soon as practicable after the close of each fiseal 

vear into the Treasury as miscellaneous receipts. Exeept for the $20,000,000 
{ 


of accumulated net income suggested to be retained, the Reconstruction Finance 


Corporation would be required to pay interest to the Treasury on the funds 
ised in the lending program &as well as the cost of retirement and compensation 
benefits incurred by the Government on behalf of Reconstruction Finance Corpo- 
ration emplovees To accomplish this recommendation, it is suggested that 
re be deleted from page 16, line 12, the words ‘‘and all income hereafter earned 

he Corporation’s operations’’ and from page 16, lines 24 and 25, the words 

l’’ and “‘as of the date of settlement. Necessary adjustment arising 
redetermination shall be made within a reasonable time thereafter” 

‘re be inserted after the word “oarnings”’ on page 16, line 25, the words 

for $20,000,000 and the accumulated earnings for the then current fiscal 
Thereafter, the accumulated earnings in excess of $20,000,000 shall be 

paid annually within 90 days after the close of each fiscal vear into miscellaneous 
receipts of the Treasury.’ 


Also, this suggestion would clarify operation of the 


1) 


ments which would simplify the determination of the amount to be paid annually 
into miscellaneous receipts 


revolving fund and establish an amount for necessary working capital require 
yy 4 
{ 


The r ports of audits of the Reconstruction Finance Corporation have con- 
sistently recommended that civil-service retirement and disability costs, and the 
costs of employees’ compensation benefits incurred by the Government on behalf 
of Reconstruction Finance Corporation emplovees as well as a proportionate 
share of the cost of administering those activities, be borne bv the Reconstruction 
Finance Corporation. The proposed legislation includes language to accomplish 
these recommendations. 
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In recent vears, there have been enacted several provisions of law specifically 
applicable to Government corporations. See for example, the Administrative 
Expenses Act of 1946 (60 Stat. 806), the Travel Expense Act of 1949 (63 Stat. 
166), the Performance Rating Act of 1950 (64 Stat. 1098), the act facilitating the 
settlement of the accounts of certain deceased civilian officers and employees of 
the Government, approved August 3, 1950 (64 Stat. 395), ete. In order that 
there may be no doubt as to the applicability of such acts to the Corporation and 
in line with recommendations which the General Accounting Office has made at 
the time legislation to recharter certain Government corporations has been under 
consideration by the Congress, it is suggested that the sentence beginning on 
page 4, line 10, be amended to read ‘‘Except as may be otherwise provided in 
this act or in the Government Corporation Control Act, and subject to laws 
specifically applicable to the Corporation or to Government corporations, the 
Governor of the Corporation shall determine the necessity for and the character 
and amount of its obligations and expenditures under this act and the manner in 
which they shall be incurred, allowed, and paid.” 

Also, your attention is invited to that part of the recommendations to the 
Congress contained in the audit report of the Reconstruction Finance Corporation 
for 1950 reading: 

“It should be noted that no recommendation is made as to the payment of 


interest on the cost of the net assets retained in the nonlending programs, inas- 
much as these programs are now considered as liquidation programs for the 
account of the United States Treasury, and substantial liquidation payments 
are being made. However, because of the present world conditions, the syn- 
thetic-rubber, tin, and abaca operations are of a continuing nature and of national 
importance in supplying these critical materials. Therefore it is reeommended 
that these three continuing production programs and other continuing programs 
be segregated from the strictly liquidation activities and be set up as identifiable 
entities. In which case recommendations similar to those made for RFC’s lending 
program would be made if not otherwise provided for.”’ 

It is strongly urged that the Congress, at the present time, consider (1) the 
setting up of these operations as identifiable entities, (2) the establishment of 
revolving funds to finance their operations, and (3) making provision for the pay» 
ment of interest and other costs to the Government. 

In addition to the above comments and recommendations, I am enclosing a 
memorandum of suggestions and comments concerning the proposed legislation 
which I recommend be given full consideration by vour committee. 

I believe that the enactment of legislation such as is proposed in 8. 515 will 
provide desirable safeguards with respect to the lending activities of the Recon- 
struction Finance Corporation as well as a financial structure which will more 
accurately disclose the full costs of the lending activities of the Corporation. 

Sincerely yours, 
LINDSAY C. WARREN, 
Con ptrol er Genera of the rt ted Siates. 


CoMMENTS AND SuGaGestions REGARDING 8. 515, Eraury-sEconp CONGRESS, 
First Session, A Britt To AMEND THE RECONSTRUCTION FINANCE CORPORA- 
Tron Act, AS INTRODUCED INTO THE SENATE OF THE UNITED STATES ON JANU- 
ARY 16, 1951 


1. Page 1, line 4: Insert after ‘‘amended” the following: “(including Reorgani- 
zation Plan No. 1 of 1951).” 

2. Page 1, line 7: The word “duty” is used rather than the word “‘purpose’’ as 
n previous RFC Acts. Is any different meaning intended? 

3. Page 1, line 8: Insert the word ‘‘and”’ before the word “‘commerce.’ 

4. Page 2, line 12: A statement of income and expenses for all operations is 
required. Should not the requirement apply only to lending operations and the 
word “‘lending’”’ be inserted before the word “operations” on line 13? 

5. Page 2, lines 19-20: It is suggested that the words ‘‘cost accounting” be 
eliminated for the reason that they are susceptible of placing an undue burden on 
the corporation. 

6. Page 3, section 2: In connection with this section it is suggested that con- 
sideration be given to the creation of an advisory board similar to that created by 
Reorganization Plan No. 1. 

7. Page 3, line 17: It is suggested that a sentence be added specifically providing 
for the removal of the Governor by the President of the United States. 
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8. Page 4, line 8: Insert after the word “Corporation” the following: ‘‘(and, 
to require bonds from such of them as the corporation may designate, the pre- 
miums therefore to be paid by the corporation).’’ (Similar language is contained 
in the Virgin Islands Charter, Public Law 149, Eighty-first Congress, approved 
June 30, 1949, and also in the charters for the Commodity Credit Corporation 
and the Panama Railroad). 

9. Page 4, line 10: Insert a new sentence reading “In the appointment of 
officials and the selection of employees for the Corporation, and in the promotion 
of any such officials or employees, no political test or qualification shall be per- 
mitted or given consideration, but all such appointments and promotions shall be 
given and made on the basis of merit and efficiency. Any person who is found to 
be guilty of violatoin of this section shall be removed from office.’”’ (Similar 
language is found in several corporation charters including that for TVA.) 

10. Page 4, line 12: Insert after the comma, and before the word ‘‘the,” ‘‘and 
subject to laws specifically applicable to the Corporation or to Government Cor- 
porations.’’ (Not necessary if the recommendation on p. 3 of the Comptroller 
General’s letter is adopted.) 

11. Page 5, line 6, ete.: It is suggested that this section be revised to extend 
the debt priority of the United States to all Emergency, War, or Defense activi- 
ties that have been or will be carried on by RFC. It is noted that loans under 
the Cival Defense Act and the Defense Production Act are not covered in the 
listing. There may be others. 

12. Page 6, line 10: It is suggested that the committee report enlarge upon 
what is meant by “reasonable terms’’ and ‘“‘substantial public interest.” See, 
for example, page 11 of Senate Report No. 974, Eightieth Congress. The term 
“substantial public interest” also appears on page 12, line 20, of this bill. 

13. Page 10, line 13: It is suggested that approval or disapproval of loans in 
any amount by the governor or other final approving authority be supported by 
a memorandum giving the reasons in support of the action of the Governor or 
other final approving authority. 

14. Page 10, line 20, etc., and page 11, line 9: Delete ‘‘(1) or (2)”’ and substitute 
““(1), (2), or (3).””.. Many publie agencies, municipalities, etc. applying for loans, 
now have very lucrative positions, e. g., Port of New York Authority, Tri- 
Borough Bridge Corp., ete. 

15. Page 12, line 1: Insert after the word ‘‘compensation”’ the words ‘‘or other 
benefits.” 

16. Page 12, line 3: Strike out all of that part of the sentence which follows the 
word “‘shall’’ and insert the words ‘‘not be considered in computing any limitation 
on-administrative expenses.” 

17. Page 13, line 1: It is suggested that subsection (c) be clarified or that the 
report give a detailed explanation of the fees or commissions which would be 
prohibited and those which would be proper. (See the testimony beginning on 
p. 17 in connection with the nomination of W. Stuart Symington, April 26, 1951, 
at a hearing before the Committee on Banking and Currency, United States 
Senate, 82d Cong., Ist sess.) 

18. Page 14, subsection 4 (f), items 1 through 5: It is suggested that none of 
these items should be required to be made available to the public at the time 
of application and that items 3 and 4 should not be required to be made public 
at any time. The publishing of this information at the time of application con- 
ceivably could make the Corporation subject to all sorts of pressure both for and 
against granting the loan and would provide a method whereby influence peddlers 
could have easy access to the names of potential clients. 

19. Page 14, line 12: It is suggested that after the word ‘‘for’’ there be inserted 
the words ‘“‘or against.”’ 

20. Page 15, line 18, sec. 5: It is suggested that this section be clarified so as 
to show whether there is an intention to permit the consideration of other income 
to enter into the fixing of interest rates. Income other than interest would be 
application fees, participation fees, commitment fees, profits from the sale of 
securities, etc. 

21. Page 15, line 25: Insert after the word ‘‘directed’’ the words “‘at the request 
of the Corporation.”’ 

22. Page 16, line 12: It is suggested that the language be clarified as to (1) 
time of payment and (2) meaning of ‘“‘income earned.’’ The sections seem to 
refer to ‘‘net income” and to provide that payments should be made annually. 
(Not necessary if 23 and 25 are adopted.) 

23. Page 16, line 12: Delete the words ‘‘and all income hereafter earned from 
the Corporation’s operations.” 

24. Page 16, line 20: It is suggested that for accounting purposes a normal 
closing date, such as the end of the first full month after the appropriations have 
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been authorized, be used instead of ‘‘within 30 days.’ (Not necessary if 23 and 
25 are adopted.) 

25. Page 16, lines 24 and 25: Delete the words “estimated” and ‘‘as of the 
date of settlement. Necessary adjustment arising from earnings redetermination 
shall be made within a reasonable time thereafter,’’ and insert in lieu of the 
latter, ‘“‘except for $20,000,000 and the accumulated earnings for the then cur- 
rent fiscal year. Thereafter, the accumulated earnings in excess of $20,000,000 
shall be paid annually, witbin 90 days after the close of each fiscal vear, into 
miscellaneous receipts of the Treasury.’’ (The foregoing would appear to clarify 
the operations of the revolving fund and would establish an amount for necessary 
working capital requirements which would simplify the determination of the 
amount to be paid annually into miscellaneous receipts. 

26. Page 17, lines 12 and 13: Delete the words ‘‘invested in’’ and substitute 
“advanced to.” 

27. Page 19, line 24: Insert after the word “‘all’’ the words ‘‘collateral and.”’ 

28. Page 20, line 1: Since the loan to the Newfoundland Railway is similar to 
the Steep Rock Iron Mines loan it is suggested that it be included in subsection (a). 

29. Page 20, lines 2, 12, 23: Substitute for ‘‘the unpaid balances of the (loans) 
(loan) (mortgages) plus acerued interest’? the words ‘‘the net book balance of 
the (loans) (loan) (mortgages).’’ 

30. Page 20, line 4, ete.: Since the loan to the United Kingdom of Great Britain 
and Northern Ireland soon will be repaid it would not be economical to transfer 
the loan from the RFC. Therefore it is suggested that subsection (b) be deleted 
and that subsection (ce) be redesignated as subsection (b). 

31. Page 20, line 8: Insert after the word ‘“‘all’’ the words ‘‘collateral and.”’ 

32. Page 20, line 14: It is suggested that the mortgages referred to in this seetion 
be transferred directly to FNMA, because that organization at present owns the 
same type of mortgages and also is disposing of the same type of mortgage. 
Further, FNMA should reimburse the Corporation for the net book balance of 
the mortgages. 

33. Page 20, line 20: The title should read ‘‘The RFC Mortgage Company.” 

34. Page 25, line 9, section 2: It is suggested that this section be revised to 
provide that the act shall take effect on the first day of the second full month 
following the date of enactment. Also it should be noted that since the adoption 
of Reorganization Plan No. 1, the RFC has not had a Board of Directors. There- 
fore there should be no reference to a Board of Directors in this section 

In addition to the above comments and suggestions it is recommended that the 
bill provide for a delegation by the Governor of the functions specifically vested 
in him. At least such a delegation should be authorized to the Deputy Governor 
and there should be some provision authorizing a Deputy Governor to act in the 
place of the Governor during the absence of the Governor. 


Senator Futsrient. The committee will adjourn, with the under- 
standing that additional statements that may come in from other 
witnesses, may be accepted for the record. 

(Whereupon, at 12:05 p. m., the committee adjourned.) 

(The following letters were received for insertion in the record:) 


Batrz Bros. PackInG Co., 
Nashville 10, Tenn., April 26, 1951. 
Subject: Voluntary Committee of Action on RFC. 
M. C. L. RIEGEL, 
Tennessee Aircraft, Inc., Nashville, Tenn. 

Dear Str: Regards vour letter dated April 10, 1951. We feel very strongly 
about the RFC, as we were compelled by the city of Nashville to install a com- 
pletely new sewerage system, which cost several thousand dollars. Without the 
RFC, it would have been almost impossible to do this. Also, due to inereased 
volume we needed to enlarge our building. The banks couldn’t seem to see their 
way clear to make a loan for this purpose. Our RFC loan enabled us to make the 
necessary building changes, by doing so we can be of greater service to the public. 
The RFC has benefited us in many wavs, too numerous to mention. 

Anything you do to prevent the abolishment of the RFC will be greatly ap- 
preciated by us, as well as all small-business men. 

If, we can be of any service in this program, will appreciate hearing from you. 

Very truly yours, 
Rost. Barz, Jr. 
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kconomy CoACcHEs, 
Memphis, Tenn., April 26, 1951. 
Mr. C. L. Rrece., 
Tennessee Aircraft, Inc.., 
Nashviile, Tenn. 

Dear Mr. Riecer: We are in receipt of vour letter of April 10, concerning thi 
reinstatement of the RFC. We feel that vour efforts, or any other committee’ 
efforts, should stand in support of this program, and these efforts are well spent. 

We wish to express our desire to back you up in this matter in any way we may 
However, it is to the best of our knowledge that Congress has already reached a: 
agreement that the RFC would be reinstated at least for the remainder of the vear 

We do feel that the RFC has been in the past, and will be in the future a great 
relief to small-business men, in regard to financing, such as our banks are not abl 
to handle for us. 

Our company is willing to serve on any voluntary committee, where and whet 
needed, anywhere in this vicinity. The RFC has been a great help to our company 
in the past, and looking into the future with the present national situation we cer 
tainly feel that we may have to call on them again. 

We enclose herewith our check for $25 ,which is to be applied for the attorney’s 
fee in representing this cause. We were not certain just what amount to enclose, 
as vour letter did not mention the amount of any other donation, or specify any 
certain amount. 

If there is anv way in which we can render a service to your committee, we, too 
are ready to roll up our sleeves and fight this through with vou. You may call 
upon us at any time vou wish. 

With kindest personal regards, we are, 

Very truly yours, 


J. K. BARNETT, 
General Vanage r. 





MecMINNVILLE, TENN., May 22, 1951. 
Hon. Estes KEFAUVER, 
United States Senate, Washington, D. C.: 
We urge vou act quick to help save Reconstruction Finance Corporation whiel 
is doing much to save small businesses in this area. 
J. R. Braaa, 
Presi le nt, Cr mie rland Valle / Vurser es, Ine. 





WasHINGTON, D. C., May 24, 1951. 
Hon. J. WittiAM FULBRIGHT, 
Senate Office Building, Washington, D. C.: 

As you are chairman of the subcommittee of Senate Banking and Currency 
Committee investigating Reconstruction Finance Corporation which, we under- 
stand includes whether the agency is to be continued the National Federation of 
Independent Business recently conducted a Nation-wide poll through its official 
publication the Mandate, of independent business and professional men. The 
results of this Nation-wide poll are as follows: 56 percent of the members voting 
favored continuation of RFC, 43 percent voted against, and 1 percent no vote 
Signed ballots covering each member’s vote was forwarded direct by the members 
to their Member of Congress. No officer or group of officers determines the 
policy of the federation. The membership is in complete control of the legislative 
policy. We are, therefore, carrying out the instructions of the membership in 
urging continuation of RFC as a help to small business of this Nation. Senator 
Fulbright may I respectfully request that this wire message be made part of the 
official record of the hearings. Thank you. 

GEORGE J. BURGER, 
Vice President, National Federation 
of Independent Business, Inc. 
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K. F. CuineE Co., INc., 
Nashville 9, Tenn.., May 25, 1951. 
Senator BurRNeT R. MayBank, 
Chairman of Senate Banking Committee, 
Washington, Pe C- 

Dear Str: I offer below my testimony to be included with the testimonies 
by members of the Small Business Emergency Committee on Wednesday, May 23 
1951, in Washington, D. C., as follows: 

My name is Kk. Frank Cline, president of K. F. Cline Co., Ine., Nashville, Tenn 
manufacturers of industrial metal products (metal lockers, shelving, and allied 
items). 

By giving you a brief history of our corporation, I will endeavor to show the 
important part plaved by the Reconstruction Finanee Corporation in the growth 
and continuation of our company and why it was necessary to 
assistance of this type. 

K. F. Cline Co., Inc., formerly known as Cline Air Equipment Co., was estab- 
lished and began operations on the 14th day of February 1944, at 311 Eighth 
Avenue, Nashville. The general nature of the business, owned and operated by 
me, was to promote the sale and installation of heating, ventilating, and air- 
conditioning equipment. 


secure financial 


All facilities necessary to operate and maintain a complete metal shop were 
obtained and the business was controlled under the supervision of trained and 
experienced personnel. 


fter operating a short time, under Government priorities and regulations, we 
found it necessary, due to these restrictions, to develop and promote items to 
manufacture as a means of satisfying our ambitions. A careful survey was con- 
ducted to learn the possibility of such an undertaking and we found that the 


manufacture of steel shelving and other allied products, according to demand 
prior to the war and also at that particular time, would be the most profitable as 
well as to fit into the experiences of our personnel. 

I realized that we were starting a small business which had possibilities and 
potentialities of rapid growth and that additional capital would be necessarv. 
To secure the necessary assets needed for this endeavor, we prevailed upon the 


local banks for this purpose. While they helped us in the embryo of our business, 


ul 


the expansion grew so rapidly through the early vears and to a point where our 
requirements were beyond the realm of banks loans It became necessary that 
I seek additional financial assistance to continue our operations 


After exhausting all avenues of additional capital, it was recommended by the 
bank that we seek a loan from the Reconstruction Finance Corporation for 
$50,000. This loan was granted to us on July 23, 1948. Without this parti- 
cular loan it would not have been possible for us to continue in business, since we 
had used our limit of bank credit for the promotion of our business 

Only 30 days after this loan, a disasterous fire destroyed our plant and it was 
necessary for us to purchases a new plant for our activity as there was no avail- 
able property for rent at that time. Our working capital was consumed to pur- 


chase real estate which made it necessary to have additional working capital. 
Assistance was again given us by Reconstruction Finance Corporation lhe 
original loan of $50,000 was liquidated and a new loan g ted in amou ( 





$75,000. 

At that time our company was employing some 25 to 30 men and through the 
new loan we have been able to increase our total personnel to approximately 100 
persons and, at the same time, increase our volume o tion from $200,000 
to $600,000 per vear. 

Through the assistance of the loan, which was actually a life saver when granted, 
we have been able to maintain our resources of the first ls of our operations 
and add to these facilities many times more. We feel that the assistance of RFC 
was the foundation of the business we are enjoying and for which we are most 
grateful today. 

Small business must have sound, efficient management to maintain its credit 
It must have efficient and economical manufacturing methods; it must have good 
labor relations; manufacture a well-accepted quality product; and maintain low 
overhead in order to compete with big business, which has adequate capital a1 d 
all the facilities that accompany adequate capita 

The international situation creates problems for all industry, especially small 








i \ 


business, under which we are classified. Limitation orders affecting inventories 
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production, and manpower have an effect on the operations of small business. 
The greatest problem we are facing today is securing adequate capital and credit 
for the purpose of being of assistance in the manufacture of products used in the 
war effort. Due to the restrictions and practices of commercial banks it is 
impossible for them to supply the needs of the many manufacturers like myself. 
It is only through the RFC that we have a possibility of continuing our operations, 
and only in America is it possible for this story to be repeated by many others 
every day. 

The Reconstruction Finance Corporation has been responsible for many of my 
friends operating small businesses to have an opportunity to survive and grow 
by furnishing them the necessary capital that otherwise they could not have 
obtained. Many of these concerns are today actively engaged in producing 
products for the present preparedness program. 

There are many other examples that can be pointed out where small businesses 
have been saved by timely financial assistance from the RFC. 

I feel that nothing should prevent the RFC from operating and expanding its 
operations in the assistance of small manufacturers of our country today. To 
have a department of our Government which has operated so economically and 
efficiently should be a real inspiration to all young men who are seeking the 
possibility and pride of ownership of his own business. 

It is with faith in this governmental agency, the RFC, that I will continue the 
expansion and growth of my business. 

Kk. FRANK CLINE, President. 


CoNGER FUNERAL Home, 
Smithville, Tenn., April 80, 1951, 
Mr. C. L. RIEGEL, 
Tennessee Aircraft, Inc., Nashmille, Tenn. 

Dear Mr. Rieceu: I think that the Voluntary Committee of Action on the 
RFC is a very fine thing and I do hope that it can fulfill its purpose in preventing 
the complete liquidation of the RFC. 

In 1948 our small firm was in need of some additional capital to expand our 
business and to purchase property to house the business. Although we had more 
than ample assets to secure the loan we desired we were not able to secure it from 
our local banks due to their small capital stock which limited the size of loan they 
could make. 

It was only through the help of the RFC in which they entered into a guaranty 
agreement with our local bank that we were able to secure the funds which we 
were seeking. We feel deeply indebted to the RFC because we realize that our 
business would not have been in the position that it is today had it not been for 
the assistance that it gave us. 

We will be glad to assist in any manner that we can. 

Very truly yours, 
ALVIN P. CONGER. 


P. S.--This letter may be used in any way that will be helpful. 


AS BOR 


ParRK AVENUE LAUNDRY, 
Athens, Tenn., May 23, 1951. 
Mr. Wiutitram L. McALuLester, 
McAllester Hosiery Mills, Inc., 
Chattanooga, Tenn. 

Dear Mr. McA.vester: Sorry to have waited so long to reply to your letters. 
3ut even though we were slow in replying we definitely do not want legislation 
detrimental to the Reconstruction Finance Corporation. 

Frankly, if it were not for the RFC there might not be a Park Avenue Laundry. 

Our concern over what Congress may do was relieved considerably when I heard 
someone had taken the initiative to do something about it, and it has been even 
more satisfying to find the matter so energetically followed up. 

I am enclosing a check for $25, which is rather small, but our funds are somewhat 
limited. However, if further contributions are needed please let me know. 

Yours very truly, 





J. D. FRANCISCO. 





ni 





e 
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Henry H. Frepe & Co., INc., 
Chattanooga, Tenn., May 14, 1951. 
Mr. Wiutu1aAmM L. McALLesTER, 
McAllester Hosiery Mills, Inc., New York City, N. Y 

Dear Mr. McAuuester: Your letter of May 4 was forwarded to me here in 
New York and we want you to know that we will be glad to cooperate in any way 
in the fight to preserve the existence of the RFC. We will write to our Con- 
gressmen and Senators as you suggest and if you will advise us what is expected 
from us in a monetary way, we will try and see what we can do 

The wool and textile business shut down completely in 1947 and we did not turn 
a wheel in our plant to any extent until the end of the year. Consequently, our 
resources were somewhat depleted and we sought out assistance from the RFC. 
We made application for a loan, the loan was granted, and at the present time it is 
practically paid off; but without their assistance I do not believe that our company 
could have continued. 

The result of this assistance for the last 3 vears has kept a good many men 
employed who otherwise would have been thrown out of work. We have made 
some money and we have paid taxes, so that from a long point of view the RFC 
accomplished something for us that was constructive and helped maintain a busi- 
ness that has contributed to our national welfare from an employment standpoint 
and also from a tax standpoint. 

Yours very truly, 
Henry H. FrepeE, President. 


May 18, 1951. 
Hon. Estes KeFAUVER, 
Senator, Washington, D. C. 

DraAR Sir: It has come to my attention that both the Senate and House of 
tepresentatives are contemplating disbanding the Reconstruction Finance Corpo- 
ration, as many feel that it has served its purpose and there is no need to carry 
this agency any longer. 

To carry this program out to its conclusion would do an irreparable injustice 
to the small businesses that have been greatly helped by this agency. 

Let me give you a brief outline of our own experience, and how the RFC helped 
save our business. 

This company started in the manufacturing business in January 1949 in Spencer, 
Tenn.—Van Buren County—employving approximately 30 people. As you 
probably know, Spencer never had an industry, and its people had to travel as 
many as 30 miles to seek employment in the surrounding towns. 

Like all small businesses we started on a shoestring, not much money but plenty 
of pluck. However, after a vear of striving, we could not make much headway, 
due to not having sufficient working capital. We applied to the RFC for a small 
loan, and after due investigation we were successful in obtaining a loan, which 
incidentally managed to save our business. 

Today we are employing 135 people all from this county, and have a payroll 
of $18,000 per month, which, although not large, is of great benefit to our com- 
munity. 

This is what the RFC has done for us, and you can multiply these benefits 
many times over to get a true picture of the aid the RFC has extended throughout 
the country. 

In behalf of the small businesses throughout this land, I ask you not to dissolve 
this agency. 

Very truly, yours, 
LEECRAFT MANUFACTURING Corp. 


McALLestTeR HosteryY Mitts, INC., 
Chattanooga, Ten? . Viau 22 1951. 


Mr. Ep Hart, 
Small Manufacturers’ Emergency Committee, 
: Washinaton, re €- 
Dear Mr. Hart: It has been a pleasure to work with you, Mr. Berge, and 
my father in helping to keep the RFC from being eliminated. 
Below I am listing some of the attitudes and opinions that I heard most often 
expressed when I talked with the small-business men of this area: 


440 FC ACT AMENDMENTS OF 1951 


1. Were it not for the RFC I would not be in business today because I had 
very little money. The RFC was willing to bet on my character and ability 
and, consequently, with their help I am doing all right today. 

2. The RFC has indirectly given jobs to thousands of people because without 
their aid many businesses would not be operating today. This means fewer 
public hand-outs by the Government social-service agencies. 

3. The RFC has been responsible to a great extent for keeping our economy) 
healthy because they have provided the necessary working capital to enable 
the small business to compete with the large. 

t. The RFC has lent money when the banks refused to do so. If I had a 
much security as the banks require I wouldn’t need a !oan. I can’t see why 
that Washington crowd wants to eliminate the RFC because of a few bad risks 
when the RFC has cleared about $800 million. It seems to me that they have 
been right most of the time to net this much. Seems to me it is the only Gov- 
ernment agency in Washington that has ever done anything but lose money. 
Maybe this is why they want to get rid of the RFC. 

Naturally the above is only a brief summary of how these businessmen feel 
about the RFC. I only wish that the Congressmen were down here so that they 
could hear the deep gratitude that these businessmen expressed to me concerning 
the RFC. Were they here to hear this I am certain that they would vote unan 
imously to retain the RFC. For the RFC has enabled the man with more 
ambition and talent than money to succeed. In this way it has opened thi 
frontiers of business to the little man as early American explorers opened this 
continent to our forefathers. 

Sincerely, 


Britt McALuester, Jr. 


Hickory Creek LuMBER Co., 
Jellico, Tenn., May 7, 1951, 
Mr. C. L. RreceEt, 
Bor 1285, Nashville, Tenn. 

Dear Sir: We regret an answer to your letter of April 10 has been delayed, 

We are glad to note that you, and others, have banded together a committee 
of action to fight the liquidation of the RFC. 

Words will not permit us to express our strong feeling about the RFC. In 
our way of thinking it has proven to be one of the greatest blessings for the small 
business man that has come into existence. 

We borrowed money from the RFC in the amount of $18,000 and now owe 
them $1,100, which is due to be paid on September 4 of this year. Frankly, 
they saved our business, which is only a small sawmill business. It is our hop: 
that every State in the Union will do just what you are doing as we feel sure 
that the Congress could not destroy the RFC in face of such protest. No doubt 
there has been some irregularities and unwarranted loans made, but that is not 
sufficient cause for destroving that institution. 

You mention a small contribution to aid in this fight, and while we hardly 
know what is expected of us we are enclosing $25 and if more is needed we will 
contribute more. 

Wishing vou the greatest of success, we are 

Yours very truly, 
Hickory CREEK LuMBER Co., 
CuHaRLeEs McCay, Owner. 


FROZEN Foop Lockgrs, 
Martin, Tenn., April 27, 1951 
Mr. C. L. Rrece.; 
Tennessee Aircraft, Inc., 
Nashville, Tenn. 

Dear Mr. Rrecer: I have your form letter of April 10, relative to RFC; I hav 
been ijl and did not get to reply right away. 

Of course I would do anything I could to help the cause of RFC, because they 
have meant the life of my business. I do not happen to know anything about 
the side of RFC that would cause it to be liquidated or destroyed, therefore I am 
for it 100 percent. Iam notin a position to do much right now from the financial 
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side but I will help as much from that end as I ean an 
moral assistance I will certainly give vou all I have 
I will meet with any local committee and help 
Yours very truly, 


KNOXVILLE S« 
Knox 
Re Voluntary Committee of Action on RF¢ 
TENNESSEE AIRCRAFT, INC., 
Post O flice Box 1285, Nashville, Tenn. 
(Attention: Mr. C. L. Riegel 


DeaR Mr. Rirecer: This will acknowledge receipt of 

regarding the RFC and the Voluntary Committee of Actio 
l am very happy that this committee has been forme 

fighting the destruction or liquidation of this corporation 
We are enclosing herewith a letter that we have writte) 

may count on us to do anything and everything we 

as we know from experience that RFC helps small- 

and other lending institutions fail. 


Yours very truly, 


C. L. Rsgcu., 


Tennessee Aircraft, Ine 
Post Office Bar 12 
Dear Str: I read vour 
know-a committee has beer 
of the RF¢ 
We are a partnership operating : 
could not have gone into busin 
could not give us the needed 
bad in the RFC, and it should 
done for small businesses far o 
We have been in busi 
We are sorry we cannot 
east ve our mora 
Verv truly 


Re Reconstruction Finance orporat ior 
Hon. Senator J. WittraAm FULBRI 
fed States Senator fron 


Nenate Office Bu 


DeaR SENATOR FULBRIGH 


Reconstruction Finance Corporat 


business concerns in 
our sincere appreciatior 
During the past few vear 
to the Reconstruction Finanee Corporatio 


loan advances, of the following firms: 
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Original 
amount of 
loan 


Present | 
balanc 


Moos Manufacturing Co. (machine shop) $14, 000 
Beynon, J. A., Jr. (dealer, road-building equipment) 7, 500 


Dina Mite Food Co. (cereal manufacturers 11, 000 
Bertone & Pecararo (steel erectors 7, 500 


Inzalaco, Joseph M. (wholesale plumbing 12, 000 
Smith, Grover C., Manufacturing Co 20, 000 
Smith, Grover C., Manufacturing Co. (new) (manufacture lubricating 

equipment 14, 825 
Almac Manufacturing Co. (new) (machine shop 16, 000 


The last two are recent loans. All of the loans are current. No losses ha 
been sustained on any of these loan transactions, and none are anticipated. W< 
have made several other loans with RFC participation which have been pa 
off in the past vears. 

Without the participation of the Reconstruction Finance Corporation, mo 
of these loans could not have been made by our bank, because they run for 
period of 3 to 5 years or so. Long-winded loans of this type would be subj 
to the criticism by the bank examiners if the Reconstruction Finance Corporatio: 
did not participate with our bank. Consequently, the smaller banks of 
country need the assistance of the Reconstruction Finance Corporation, in orde 
to help small concerns over loan periods of 3 to 5 years. Some of these sma 
businesses would have found such financing completely impossible from a 
bank, particularly on a long-time basis, without some outside support. 

In out opinion, there is no other avenue of credit assistance which is mn 
available to small business concerns. We would consequently sincerely regr 
any action taken by Congress to eliminate the Reconstruction Finance Corpora 
tion, and we deem it unwise, particularly during the present war emergency. 

On loans of the size we make, we cannot imagine any political strings bei: 
pulled in Washington which serves to weaken our political structure. It’s the 
big jobs that produce the wire pulling. 

We have always been very favorably impressed with the members of th: 
Reconstruction Finance Corporation Office here, and they have been most generous 
and kind with their advice on any new loan applications submitted to them. At 
all times, they have kept close tab on operations and progress of concerns to 
which credit advances have been made, and also have been most helpful in thi 
respect. 

This letter is written to you as our own original idea, with no suggestion fro 
any outside source on this subject. 

Very truly yours, 
G. A. ANDERSON, Vice President. 


May 11, 1951. 
Senator KENNETH McKELLAR, 


Senate Office Building, Washington, D. C. 


Dear SenatTOR McKevvar: There is a move underway to abolish the RF‘ 
and we feel this is brought about by the recent action of a few officials connected 
with this organization. Any official who is guilty of misconduct should be repr 
manded or dismissed but at the same time we do not feel that this entire organiza 
tion be destroyed; we are therefore asking your help in preserving the RFC 

RFC helped this company get on its feet when other lending agencies would not 
help; for this we are greatly indebted to RFC and are seeking help to preserve thi 
organization, 

Hoping we may count on you to support the RFC, we wish to remain 

Very truly yours, 
, Act-O-LANE Gas Service Co. 
G. E. WHELAND, President. 


, 
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BUTANE-PROPANE Gas Co. or TENNESSEE, 
May 22, 1951. 
Senator Estrs KEFAUVER, 
United States Senate, Washington, D. C. 

DeaR SeNaTOR: There has been a great deal said of 
Finance Corporation both pro and con in recent weeks 

I am a small-business man of Chattanooga, ¢ 3 vears ago | neede¢ 
finances in order to carry on my business in an orderly fashion. Thi 
needed on a long-term loan, and the banks here wer 
this kind of obligation. I made application to the 
praiser to Chattanooga and appraised my propert: 
thev loaned me the money I needed, and at the time 
it was alifesaver. I feel, as far as my knowledge g 
most beneficial agencies our Government has toda 
on a great number of small businesses, and in numb 
mean the loss of these businesses if the RFC was 
I am the same as 90 percent of the small-business 1 
there have been claims that there are, or 
were taking advantage of their posit 
small businesses if the support of th ‘ 

If vou feel as I do in regard to this loaning 
everything in vour power to see that it is « 

With best wishes for vour health and - 

Yours very truly, 


Mr. C. L. RreGEL, 
Tennessee Aircraft, Inc.. Nas} e. 

Dear Str: Your letter received several we 
voluntary committee of action on RF¢ 

I agree very much with the contents of vour | 
I have not received any word of an local con 
word from anyone representing the committee 

I wish to state that I have two loans from R 
C. Woods Memorial Hospital, which is the o1 
some of the adjoining counties here, and, incide 
ever built here and it is a very well equipped | 
American Hospital Association, the Tennessee Stat: 
also registered with the American Medical Hospital 
for itself in its efficiency, equipment, and standing 

Had it not have been for the two loans that I obtains 
could not have been put into action or could not hay 
the local citizens of this county have never seen yet 
hospital or maintaining one. The county 
the care of sick and injured citizens or the poor 
have endeavored to build this hospital 
above stated, had it not of been for the RF¢ 
These loans were obtained through the Bank of 

The only thing that is pushing us about the loans is that they have made th 


has 1 
has { 


loans short loans. They made them 8 years, each loan $20,000 each, which made 


the payments awfully high. During the times when business is slow, it make 


it pretty hard on us. We were able to obtain last year from the RFC in Nash 


ville, for about a year, a cutting down of the payments to half payments. I 


place of paying $200 on each payment, we pay $100, and it makes our payments 


$200 a month instead of $400, plus the interest Phat the only objection 
have to the loan—it has pushed me pretty hard, but, as above stated, it 
certainly been a great help. I don’t know what [I would have done withou 
The only thing that I would like to see is that the is established so 
it cannot be torn down politically. I don’t know what would happen 
people who have loans if it were abolsihed I have been wondering about 
and what actions we should take should it be abolishe« 


I 


Das 
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Any way that I can cooperate with you for the betterment of RFC and the 
continuation of same, I will be very glad to do it. There are several things about 
it that I don’t like and several things that I do not understand, but, on the 
whole, I think it is a grand thing and has certainly been worth a whole lot to m« 
here. I do hope that the mess can be cleaned out in Washington and the rotten 
apples taken out of the barrel and things will be better. Again, any way that 
I may help you, I will be glad to do so. 


Yours truly, 
CuLLEN C. Woops MemoriaAL HospItTau, 


DextTEeER L. Woops, M. D. 
x 








